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HIGHLIGHTS of NEW TAX LAW 


SAMUEL J. FOOSANER 
Chairman. Federal Tax Lawyers Committee; Federal Tax Editor of Trusts and Estates 


and 


MARTIN M. LORE 
Formerly Special Attorney, Bureau of Internal Revenue. 
and Associate Tax Counsel with Mr. Foosaner 


HE Revenue Act of 1948 became law 
ft ca April 2. So basic are the changes in 
the estate and gift tax provisions that it 
is no exaggeration to say that many estate 
plans geared to present law have been ren- 
dered obsolete. In most cases, gift pro- 
grams, trusts and overall plans for testa- 
mentary disposition, though only recently 
established, will require re-study, reorien- 
tation and revision in order to take full ad- 
vantage of the benefits of the new law. 

It is not within the scope of this article 
to, explore either the pitfalls and ramifica- 
tions or the tax saving opportunities inter- 
posed through the 1948 Revenue Act. A 
summary of the more important provisions 
of the Act is herein set forth. 


INCOME TAX RATES AND EXEMPTIONS 


HE tentative normal tax and surtax 

computation is retained, with no change 
in rates. In place of the 5% reduction grant- 
ed in 1946 and 1947, however, there is sub- 
stituted a new series of percentages to be 
applied in reducing the tentative tax. These 
percentages retroactive to January 1, 1948, 
are as follows: 


The reduction 
shall be: 


1. 17% of the 
aggregate 

2. Over $400, but not 2. $68+-12% of excess 
over $100,000 over $400 

3. Over $100,000 3. $12,020+-9.75% of 

excess over $100,000 


If the aggregate tax 
(normal+surtax) is: 


1. Not over $400 


he total tax may not exceed 77% of 

note:—Mr. Foosaner testified before the Senate 

1ce Committee on March 5, 1948, respecting H. R. 

Because of his comments regarding the estate tax 

ions of the Bill, he was requested by Senator Millikin 

to confer with Mr. Stam, Chief of Staff, Joint Committee 

on ‘iternal Revenue Taxation. Thereafter, he forwarded 

& memorandum of his conclusions to the Senatorial body 
and Mr. Stam. 


APEIL 1948 


net income, as compared with 8542% under 
the pre-existing law. Personal exemptions, 
including those for dependents, are in- 
creased from $500 to $600. An additional 
$600 personal exemption is allowed to any 
taxpayer who is 65 or over, as well as to 
blind taxpayers. 

Trusts and estates are also entitled to 
the percentage reductions, but while the 
credit of an estate against net income has 
been increased from $500 to $600, the credit 
of a trust, which was limited to $100 by 
the Revenue Act of 1938, remains un- 
changed. 


INCOME-SPLITTING BETWEEN 
HUSBAND AND WIFE 


HE new law gives husbands and wives 
Wie all states the option to file joint re- 
turns, compute the tax on one-half of the 
combined net income, and multiply by two. 
This does more than eliminate the discrim- 
ination between community property and 


non-community property states. Under 
prior law, the tax advantage enjoyed by 
citizens of community property states was 
limited to community income, so _ that 
where a wife had separate income, such in- 
come was separately reportable by her, and 
to that extent treated just as it would be 
in a non-community property state. Under 
the new law, where husband and wife elect 
to avail themselves of the income-splitting 
provisions, the distinction between com- 
munity income and separate income is 
completely removed and an arbitrary 50-50 
tax treatment afforded. 


INCREASE IN STANDARD AND 
MEDICAL DEDUCTIONS 


N connection with the income-splitting 
} pnllieseest the standard deduction and 
the deduction for medical expenses have 
been liberalized. Instead of the $500 stand- 
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ard deduction under prior law, a husband 
and wife who have a combined adjusted 
gross income of $5,000 or more and file a 
joint return, may take.a standard deduction 
of $1,000, or an amount equal to 10% of 
the adjusted gross income, whichever is the 
smaller. This same provision also applies 
to a single person, but if a married indi- 
vidual files a separate return, the standard 
deduction remains at $500. 


Under the old law, if a husband and wife 
in a community property state filed separ- 
ate returns, each claiming exemptions for 
one or more dependents, each was entitled 
to a maximum medical deduction of $2500, 
or a total of $5,000. In an attempt to equal- 
ize the tax treatment as between citizens 
of community property and non-community 
property states, the new law gives married 
couples filing a joint return, a ceiling of 
$3,750 if they have one dependent, and 
$5,000 if they have two or more dependents. 


REPEAL OF COMMUNITY PROPERTY 
AMENDMENTS 


NDER the 1942 Amendments, all prop- 
Ue held as community property, ex- 
cept such as could be shown to have had 
its economic origin with the surviving 
spouse, was subject to estate tax upon the 
death of either spouse. In no event, how- 
ever, was a tax imposed on less than half 
of the community property upon the death 
of either spouse. Likewise, gifts of com- 
munity property were considered as gifts 
of the husband, except such part as could 
be shown to have originated with the wife. 
This method of treating community prop- 
erty for purposes of estate and gift taxes, 
was adopted to eliminate the favored posi- 
tion of community property under the 
estate and gift tax laws as they existed 
prior to 1942. 


The new law repeals the 1942 community 
property amendments effective with respect 
to decedents dying after December 31, 1947, 
and with respect to gifts made after the 
enactment of the new law. 

The effect of the repeal of the 1942 
amendments is to restore the validity of 
the community property system for estate 
and gift tax purposes. The presumption 
that life insurance premiums paid from 
community funds were paid by the dece- 
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dent or that the decedent as manager of 
the community retained incidents of own- 
ership, thus resulting in full taxability of 
the proceeds, has been eliminated. 


ESTATE TAX MARITAL DEDUCTION 


NEW medium is adopted to establish 
Acqusiity between citizens of community 
and non-community property states, viz, the 
extension to citizens of all states of the 
privilege of estate and gift tax splitting 
previously available only to citizens of com- 
munity property states. In carrying over 
the splitting principle into the estate tax 
field, there has been created a new deduc- 
tion called “marital deduction,” allowable 
with respect to an interest in property in- 
cluded in decedent’s estate and passing to 
the surviving spouse. This deduction may 
not exceed 50% of the “adjusted gross 
estate,” another new term in the estate tax 
law. 


Generally speaking,’ the adjusted gross 
estate is the gross estate less certain spe- 
cific deductions. It is computed differently 
where there is community property in- 
volved. Among other items, the value of all 
property held at the date of death as com- 
munity property is subtracted from the 
gross estate in arriving at the adjusted 
gross estate. 


It will be observed that the approach here 
is a different one from that employed in 
the income-splitting provisions of the law. 
There the community property system is 
no longer important, but under the estate 
tax arrangement community property law 
is still controlling, citizens of those states 
getting, by virtue of their local law, the 
benefits which the 1948 Revenue Act be- 
stows, via the marital deduction, upon citi- 
zens of non-community property states. 


In the case of a net estate of $120,000 or 
less, assuming no part of it to be community 
property, no estate tax whatsoever would 
be payable if at least one-half of the estate 
were left to the surviving spouse. The 
estate would be entitled to the regular 
$60,000 exemption and@ the balance would 
be deductible under the marital deduction 
provisions. 


With certain exceptions, the marital de- 
duction is not allowed unless the property 
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passes outright to the surviving spouse. 
Thus, it is not allowed if the surviving 
spouse receives a life estate, or an interest 
which will terminate or fail upon the lapse 
of time, upon the occurrance of an event or 
contingency, or upon the failure of an event 
or contingency to occur, as long as any 
other person may possess or enjoy any part 
of the property after the termination of the 
surviving spouse’s interest. This rule ap- 
plies also to a trust giving the income to the 
wife for life with the remainder to named 
individuals or to the wife’s appointees un- 
der a non-taxable special power of appoint- 
ment. 


However, where a trust provides that the 
surviving spouse has the right to all the 
income for life and an exclusive power of 
appointment over the entire principal in 
favor of such surviving spouse or such sur- 
viving spouse’s estate, the estate is entitled 
to the marital deduction. This would make 
the trust property taxable in the estate of 
the surviving spouse under the power of 
appointment provisions of the old law. 


The same rule applies to proceeds of in- 
surance upon decedent’s life where the pro- 
ceeds are payable only to the surviving 
spouse and in annual or more frequent in- 
stallments commencing within one year 
after decedent’s death, provided that the 
surviving spouse has a power to appoint, in 
favor of such spouse’s estate, all amounts 
payable after such spouse’s death. 

An adjustment is required to be made 
for the effect that any Federal or State 
death tax may have upon the interest which 
the surviving spouse actually receives. 


GIFT TAX SPLITTING AND 
MARITAL DEDUCTION 


MARITAL deduction, patterned to a 
certain extent after the estate tax pro- 


visions, is allowed a donor with respect to 
one-half the value of property (other than 
community property) transferred during 
life to his spouse. Life estates and other 
terminable interests are likewise excluded 
from the benefits of the gift tax marital 
deduction. 


Sy means of the marital deduction, a 
husband can annually give his wife $6,000, 
Instead of $3,000, without incurring gift 
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tax or drawing upon his specific exemption. 
Likewise, a $60,000 gift by a husband to 
his wife will incur no gift tax liability, 
since $30,000 will be specifically exempt, 
and the remaining $30,000 is covered by 
the marital deduction. 


A gift made by either husband or wife 
to a third person is considered to have 
been made one-half by the husband and 
one-half by the wife, provided that both 
spouses consent to have such a division bé 
applicable to all gifts made during the 
calendar year by either while married to 
the other. 


The practical application of this provis- 
ion is to enable either husband or wife to 
make as many $6,000 gifts (other than of 
a future interest) to third persons during 
any calendar year without either incurring 
gift tax or using up any part of the speci- 
fic exemption, for it would be considered as 
two $3,000 gifts coming within the existing 
exclusion. Likewise, either spouse could 
give $60,000 to a third person without in- 
curring any gift tax, since it would be 
treated as two $30,000 gifts, each within 
the specific exemption. 


A FEW PREDICTIONS 


T is believed that the estate and gift 
tax provisions of the Code as amended 
will: 
. be further amended extensively; 


. result in the creation of many new 
trusts; 

. result in fewer inter vivos gifts by 
husbands to their wives; 

. result in greater family solidarity; 

5. bring about a greatly increased use 
of the corporate trustee; 

. result in much closer collaboration 
among attorneys, trust officers, ac- 
countants and life underwriters; 


. cause life insurance companies to re- 
study their Settlement Option and 
Mode of Payment arrangements with 
a view to liberalization compelled by 
the new provision: “G. Life Insur- 
ance with Power of Appointment in 
Surviving Spouse”; and 


. give a new impetus to the entire field 
of estate planning. 





Coming soon— 


AN ESTATE 
PLANNER’S HANDBOOK 


by Mayo A. Shattuck 


The first book to cover completely ALL phases 
of estate planning 


5 Ae work that trust officers have long 
awaited -—— An Estate Planner’s Handbook is 
a thorough and competent analysis of the 
entire field of estate planning. 


Broad in scope yet exhaustive in detail, the 
HANDBOOK offers quick and ready refer- 
ence to any estate problem that may con- 
ceivably arise. Complete tables of judicial 
opinions and other authorities . . . valuable 
appendices by contributing experts on topics 
of special importance. The HANDBOOK will 
be found the one truly indispensable work for 
anyone dealing with estate planning in any 
form. Reserve your copy now at the special 
pre-publication price, or drop us a postcard 
for further information. 


Scheduled for Spring publication at $7.50 


SPECIAL PRE-PUBLICATION PRICE—ONLY $6.50 


BY THE ACKNOWLEDGED 
AUTHORITY IN THE FIELD 


Outstanding author, leeturer 
and authority on estate planning, 
Mr. Shattuck is unusually well 
qualified for his task. A graduate 
of Harvard College and Harvard 
Law School, he has been special 
lecturer in trusts and estate 
planning at Harvard and the 
Graduate School of Banking at 
Rutgers. A long list of his pub- 
lications is headed by LORING, 
A  TRUSTEE’S HANDBOOK, 
SHATTUCK REVISION. In the 
past few years, Mr. Shattuck has 
lectured widely throughout the 
country. Insistent demands for 
reprints of his addresses and 
supplementary material were 
largely responsible for his pres- 
ent work. 


Two Outstanding Companion Works 


LORING, Aa TRUSTEE’S HANDBOOK, 
SHATTUCK REVISION 


For over 40 years the rapid reference 
manual on which trust lawyers and 
trust officers have depended. Complete- 
ly revised in the present edition by 
Mr. Shattuck, this thorough, precise 
statement of the rules of Trust Admin- 
istration is more than ever the neces- 
sary, practical tool of the modern 
trustee. $5.00. 


KENNEDY, FEDERAL INCOME 
TAXATION OF TRUSTS & ESTATES 


A comprehensive treatment of all 
aspects of this increasingly complex 
subject, in one handy volume. Includes 
a discussion of the new concept of 
“distributable income” introduced by 
the 1942 Revenue Act and the latest 
developments on the troublesome 
“Clifford Doctrine.” Just published 
. . . fully annotated. $16.50. 


See your local law book dealer, or write 


LITTLE, BROWN & COMPANY 


34 Beacon Street, Boston 6, Mass. 
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LIVING TRUSTS under NEW TAX LAW 


R. O. SCHWARTZ 


Member of Wisconsin Bar and Section of Real Property, Probate and Trust Law, 
American Bar Assn. 


HE reduction of the tax burden pro- 

duced by the new tax bill is welcomed 
by the non-community property law states. 
The people of these states now are on an 
equal basis taxwise with the rest of the 
country without the many disadvantages 
that append the adoption of their own 
community property law.! 


While the new law makes it unnecessary 
for non-community property states to adopt 
such laws in order to gain the tax advan- 
tage, new thinking does become necessary 
as far as estate planning is concerned. For 
many years estate planners have _ been 
using the living trust as a tax savings de- 
vice. A great body of law has been devel- 
oped by judicial decision as a result of 
this extensive use. In a great measure 
these rules are not changed substantially. 
The pitfalls remain as before and have just 
as serious consequences. 


GIFT OF SPOUSE TO THIRD PARTY 


HE most important change resulting 

from the new law as it relates to 
estate planning is the addition of the pro- 
vision concerning gifts made to third par- 
ties by a husband or wife. Such gift is to 
be considered as made one-half by the 
husband and one-half by the wife. Since 
the new law has not changed the exemptions 
on gifts, this is tantamount to doubling the 
exemption formerly enjoyed by the people 
of the non-community property law states. 
Father (if his wife is living and with her 
consent) may now Bive $6,000 instead of 
$3,000 worth of property to his son or 
daughter per year without paying gift 
taxes. So, too, the specific exemption of 
$30,000 is in effect doubled. 


There remains, however, one catch to 
the annual exclusion. The Commissioner 
will continue to deny it if the gift is of a 


Witness the growing pains that resulted from the adop- 
tion of the Michigan Community Property Law. Tazes, 
Nov. 1947, page 973; Feb. 1948 Trusts and Estates 102. 
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future interest. Where there are many 
children to whom the gifts are to be made 
this becomes an important factor. Since 
the passage of the 1942 act the Commis- 
sioner has been meticulously examining 
trust agreements to determine if the bene- 
ficiary’s interest is a “present” or a “fu- 
ture’ one. The test might be worded as 
follows: “Is the beneficiary of the trust 
entitled unconditionally to the present use, 
possession, and enjoyment of the property 
transferred?” 

Where the donor made gifts in trust for 
the benefit of a grandchild with the provis- 
ion that if necessary the grandchild be 
maintained, educated, and supported, the 
court held*® that the gift was of a future 
interest, it making no difference whether 
the gift was vested or contingent — the 
question being the postponed enjoyment of 
the gift. The necessity for using the fund 
for the purpose designated was admittedly 
remote in the case. The court went on to 
say that “if the income of a trust is re- 
quired to be distributed periodically, as 
annually, but distribution of the corpus is 
deferred, the gift of the income is one of 
a present interest, that of the corpus, one 
in futuro.” 


Creating a living trust for the benefit of 
minors now requires greater care from the 
viewpoint of “future interests”. Since the 
annual exclusion is doubled the donor may 
have more than double the tax to lose by 
reason of the progressive rates.* 


CAPITAL GAINS 


TAX. pitfall. that -is: likewise doubled 
in intensity by reason of the new tax 
law involves capital gains. Since a donor 


*Section 1003(b) (3), I. R. C. 

*Fondren v. Comm., 324 U. S. 18 (1945). For a discus- 
sion of this problem, see Polisher, ‘“‘Annual Exclusion for 
Gifts in Trust,” Nov. 1944 Trusts and Estates 477. 

‘This problem has no bearing on the specific exemption 
of $30,000 which is applicable irrespective of any future 
interest. 





may now double his gifts without paying 
gift taxes, he may double the impact of the 
eventual income tax upon the sale of the 
porperty by the donee.® 

For capital gains purposes, the cost of 
property acquired by gift is the same as it 
would be in the hands of the grantor.* The 
gift tax, however, is paid on the basis_of 
the market value at the date of the gift.? 

Thus, assume the donor purchased stock 
in the corporation he controls for $50,000. 
He later conveys this stock to a trust for 
the benefit of his two children. On the date 
of the gift the stock has a market value of 
$200,000. A gift tax is paid on this basis. 
Ten years later (when the donor dies) the 
stock is transferred to the two children, 
free out of the trust. They then sell the 
stock for $250,000. Their combined gain 
on such sale would be $200,000. 

On the other hand, if the grantor had 
retained this stock until his death, the ap- 
praised value in his estate (presumably 
$200,000) would have been the basis when 
the beneficiaries made a subsequent sale. 
Although the donor may believe he is ac- 
complishing a tax saving by making his 
gift, the end result may be higher rather 
than lower taxes. 

While this is by no means an exhaustive 
demonstration of the point, it demonstrates 
the care that must be exercised in selecting 
the assets for a gift during lifetime. 


GIFTS IN CONTEMPLATION OF DEATH 


ECTION 351 of the new law repeals 
S section 811 (d) (5) of the Code which 
provided that a gift of community property 
in contemplation of death was deemed to 
have been made solely by the decedent. In- 
stead of the decedent’s estate being taxed 
on the entire value of such gift, the value 
will be reduced by one-half. This became 
necessary in order to avoid any inconsist- 
ency with the new provision that the gift 
by a spouse to a third party is considered 
as made one-half each by the husband and 
the wife. 

As to persons who are not married at 
the time of a gift, the contemplation of 


°This may be only partially mitigated by the fact that, 
if the beneficiary is married, his income will be split for 
tax purposes under the new law. 

*Section 113(a) (2) I. R.C. 

*Section 1005 I. R. C. 

‘Section 113(a) (5) I. R. C. 
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death pitfall remains in full force and 
effect under Section 811 (c). Since the 
leading case of United States v. Wells, 283 
U.S. 102, was decided in 1931,® this pitfall 
has assumed serious proportions in estate 
planning. The most recent prominent case 
is Allen v. Trust Co. of Georgia, 66 S. Ct. 
389 (1946). These and other cases !°should 
be reviewed in weighing the motives asso- 
ciated with life and with death. In any 
event, the net effect of the new law will 
be to reduce the pitfall by one-half where 
the gift is made after the date of the 1948 
Act and both spouses were living and gave 
their consent as required. 


INCOMPLETE TRANSFERS 


HAT portion of Section 811 (c) of the 

Code, relating to transfers, intended 
to take effect in possession or enjoyment at 
or after death, is not changed by the new 
law. However, the new law will have the 
effect of halving the extent to which such 
a transfer is included in the decedent’s 
estate if the gift was made after the pass- 
age of the law and both spouses were living 
at the time of the transfer and gave their 
consent. The impact of the Hallock case"! 
will, therefore, be substantially reduced 
where the prerequisite conditions exist." 


The new law will materially affect the 
consequences of that portion of Section 811 
(c) dealing with transfers under which the 
grantor has retained for his life or for 
any period not ascertainable without refer- 
ence to his death or for any period which 
does not in fact end before his death (1) 
the possession or enjoyment of, or the right 
to the income from the property, or (2) 
the right, either alone or in conjunction 
with any person, to designate the persons 
who shall possess or enjoy the property or 
the income therefrom. 


If, with his wife’s @onsent, a grantor re- 


"The cases decided prior to 1938 are ably reviewed in 
120 A.L.R. 178. 

°For a collection of pro and con decisions rendered over 
a period of two years, see Ganse, “Contemplation of 
Death,” Oct. 1942 Trusts and Estates 419. 

'Helvering v. Hallock, 309 U. S. 106 (1940). This sub- 
ject is ably discussed in Smith, “Estate Planning under 
Hallock Case,” March-April 1947 Trusts and Estates 337, 
448; and Brown, “The New Hallock Regulations,” Sept. 
1946 Id. 227. 

“T.D. 5512 will probably be modified in this respect. 
The grant of certiorari by the Supreme Court in Comm. 
v. Spiegel, 159 Fed. (2nd) 257, has lost some of its impor- 
tance. 
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serves a life income to himself, the princi- 
pal to be distributed to his wife upon his 
death, only one-half the value of the prop- 
erty would be included in decedent’s estate. 
On the other hand, if the grantor provides 
that he shall have the income for his life 
and on his death the income only shall go 
to his wife for her life and upon her death 
the principal is to be distributed to his 
children, the entire value of the property 
would be included in his estate.1* So, too, if 
the grantor retains a power of appoint- 
ment.!# 

Since transfers subject to a power to 
alter, amend, revoke, or terminate, are not 
liable for gift tax,!° they are not affected, 
gift taxwise, by the new law. Results will 
depend upon the marital status of the de- 
cedent at the time of his death. 

The Clifford doctrine and the pertinent 
regulations,'® providing that trust income 

Section 1004 (a) (3) (B) (i) I. R. C. 

‘Section 1004(a) (3) (B) (ii) I. R. C. 

‘SHelvering v. City Bank Farmers Trust Co., 296 U. S. 
eo T.D. 5488 amended by T.D. 5567 effective 
Aug. 4, 1947. 
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is taxable to the grantor where he is the 
substantial owner thereof, will be affected 
by the new law under the split income prin- 
ciple.1*7 If his spouse is living, a grantor 
may now accomplish income tax saving de- 
nied to him under the Clifford rule. 

The Revenue Act of 1948 makes such 
far-reaching changes in certain phases of 
taxation that estate planners should pro- 
ceed with dispatch to reappraise plans al- 
ready executed but exercise caution in re- 
shaping them until some of the new prin- 
ciples are further crystallized. 


"Section 12(d) I. R. C. 


TRUST DEPARTMENT EARNINGS for 1947, as re-— 
ported by the Federal Reserve Bank for all 
banks of the Second Reserve District, show 
the same percentage of total earnings as for 
1946 — namely 3.5%. Banks not reporting the 
trust department figure were not included in 
determining the percentage. In Greater New 
York those banks having less than $100 mil- 
lion deposits showed an increase in trust 
earnings from 8.1% to 10.5%. The larger banks 
decreased from 12.7% to about 11.7%. 


TRUST OFFICERS: 
Let Us Bid for Estate Jewels 


As Executor or Trustee, your institution may at times be re- 
quired to sell collections of diamonds and other precious stones. 


Will vou, therefore, place us on your list of bidders? And do 
not hesitate to ask for our assistance on appraisals. 


We maintain a constant, world-wide search for the best in 
diamonds and other precious stones to be redesigned into our 
own gorgeous creations of French artistry. 


Van CLEEF «x ARPELS 


World famous designers of precious jewelry 


744 Fifth Avenue, New York 
LONDON 


PARIS 


PLaza 5-0740 
PALM BEACH 


BANK REFERENCES: National City Bank, Manufacturers Trust Co., Central Hanover Bank and Trust Co., New York. 
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Monroe Street, east of LaSalle Sometimes the facilities 
of an out-of-town trust 
company are required for 
the proper management 
of your clients’ business. 








Your inquiries are always 
cordially welcomed. 
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Harris Trust and Savings Bank 


Organized as N. W. Harris & Co. 1882. Incorporated 1907 


HARRIS TRUST BUILDING, CHICAGO 


Member Federal Deposit Insurance Corporation ; 
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ESTATE ANALYSIS 


in ACTION 


Effects of New Tax Law 


HEMAN T. POWERS 


Powers System of Estate Analysis, Cleveland 


HE 1948 Revenue Act will bring about 
j porte changes in the technique of 
Estate Analysis and Planning, as well as in 
their application to the development of new 
trust and life insurance business. It will 
impose on every analyst the burden of re- 
viewing previously treated estates that they 
may secure maximum benefits in tax reduc- 
tion, with least exposure to other adverse 
factors, and a minimum sacrifice of man- 
agement. The following observations are 
based upon the consensus of tax specialists 
with whom I have conferred. 


ILLUSTRATIVE CASE 


6% \ 99 is approximately 50 years old. with 


a wife of the same age. They have 
a married son, 26, who is associated with his 
father in business, and a daughter who 
is 15. The present holdings and liabilities 
of “A” are as follows: 


ASSETS: 
Average Cash _......$ 3,000 
Government (E) Bonds (son and 
daughter are beneficiaries) 
Government (E) Bonds (wife is co- 
owner)! zs Seana 
Listed High Grade Bonds | peers 
Listed Investment Common Stocks __ 
Close Corporation Stocks — 
Home (in joint tenancy)? 


5,000 


10,000 
40,000 
40,000 

100,000 


Total "General Assets $228,000 


LIABILITIES: 

Average Bills and Accounts 
Bank Loans : 3 
% of previous year’s : Income Tax : 


1,500 
5,000 
1,884 


Total Liabilities $ 8,384 


‘Wife made no contribution to purchase. 
| “Wife contributed one-half of purchase price with funds 
inherited from her father. 
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“A” carries insurance on his life as fol- 
lows: 


Policy A—Payable to estate $ 10,000 

Policy B—Payable to wife in lump 
sum F 

Policy C—Proceeds retained by | com- 
pany at interest with unlimited 
right to withdraw : 

Policy D—Retained at interest—no 
right of withdrawal - a 

Policy E—Retained under life annuity 
option 


10,000 


10,000 
20,000 
50,000 


Total Insurance $100,000 


The proceeds held by the insurers at the 
death of the wife will be distributed to the 
children in equal shares. 


“‘A’s” will creates a trust with a corpor- 
ate trustee, giving a life estate to his wife 
with the remainder over to the children 
equally (daughter’s share to be held in 
trust until she attains age 45). No powers 
of appointment have been granted to any 
beneficiary. The trustee is authorized to 
use principal if the income is inadequate 
for any beneficiary, or in case of illness or 
emergency.It is directed to retain the close 
corporation stock, and is authorized to re- 
tain all other assets of the testator. 


ANALYSIS 


N arithmetical analysis of this estate 
shows the following: 


ESTIMATE OF SUCCESSION 
Gross ESTATE 
General Property! __ 
Life Insurance? E 


TAXES 


-...$249,000 
90,000 


$339,000 


'1Taxable Goodwill value of $26,000 added to Book Value. 
“Adjusted for proportion of premiums paid directly or 
indirectly by “‘A’”’. 


Total Gross Estate 





DEDUCTIONS: 


Costs of Administration (all fees and 
commissions estimated) 


Debts and Claims: 
Current Bills and Accounts 
Bank Loans 
Accrued Realty Taxes 
Accrued Income Taxes 
Funeral and Last Expenses 


an seen 


Se  e) 


ESTIMATED TAX: 

Gross Estate Tax* 

Minimum Estate Tax 
Maximum Credit for State Taxes ___ 


$ 68,264 
64,087 
4,177 


LIQUIDATION OF ESTATE 


LiquIp ASSETS: 
Cash hh eS eee 
Insurance Payable to Estate 
Converted Property: 
an Genes Bones 
Investment Stocks 


3,000 


40,000 
40,000 


Total Current Assets® $ 93,000 


CASH REQUIREMENTS: 
Current Bills and Accounts ___ 
Notes Payable 
Accrued Taxes: 

a et 

Income Tax __. bc pciaes< welage 
Funeral and Last Expense 
Costs of Administration 
Succession Taxes - 


1,500 


850 
1,884 


Total Requirements __. 
UO 


RESIDUAL ESTATE: 
Surplus Cash 
Stock of Corporation 
(800 shares at $125 per share)... 100,000 


Total Residual Estate $103,852 


PROPERTY HELD BY WIFE: 
Insurance ($100,000 less $10,000 
payable to estate) 
Government Bends 


$233,852 


Bond Payable to Children .- 5,000 


®Widow’s allowance omitted because of variance of State 
Laws. 

*Used to represent aggregate of U. S. Estate and State 
Tax. 

SApportionment of Tax to Taxable Life Insurance omit- 


SUMMARY OF INCOME 


Income 
$ 115 


Principal 


Life Insurance: 

Lump Sum (invested 
at 3%) 

Retained by insurer at 3% 
interest 

Retained by insurer under 
life annuity option 

Government (E) Bonds 
(Wife’s—Redeemed and 
invested at 3%) 

From Corporation - 


300 


900 


3,000 


10,000 
100,000 


300 
12,6008 


$17,215 
800 


$203,852 


Fixed Charges? - 


Net income before Income Tax 
Net income in any year corporation 
passes dividends _....... 


EFFECT OF MARITAL DEDUCTION 


ITH this case before us, let us meas- 
\\ ure the effect of the marital deduc- 
tion. In general, it includes (a) all inter- 
ests passing to the spouse outright; * (b) 
interests in trusts, provided the surviving 
spouse is entitled for his, or her, life to 
all the income and providing such spouse 
is granted a general power to appoint the 
entire principal free of the trust (exercis- 
able in favor of such surviving spouse, or 
his, or her estate, whether or not it is 
exercisable in favor of others) and pro- 
vided further, there is no power in any 
other person to appoint any part of the 
principal to any person other than the sur- 
viving spouse; (c) life insurance policies 
which provide periodic payments only to 
the surviving spouse for her lifetime and, 
under the terms of the beneficiary agree- 
ments, such surviving spouse has the pow- 
er to appoint all amounts payable after 
his, or her, death (exercisable in favor of 
his, or her estate, whether or not it is 
exercisable in favor of others). 


The amount deductible as a marital de- 
duction is limited to 50% of the gross estate 
reduced by the items allowed under Section 


*Distributed earnings in previous year. 

*Taxes and maintenance on home. 

*Not terminable by a lapse of time, occurrence of an 
event or contingency or the failure of an event or con- 
tingeney to occur. 
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812 (b) I.R.C. (funeral expenses, admini- 
stration expenses, claims against the estate, 
unpaid mortgages or other indebtedness 
against the property included in the gross 
estate, and the allowance for family main- 
tenance during administration). 


While it is necessary, in determining the 
value of the surviving spouse’s interest, to 
take into account any estate, succession, 
legacy, or inheritance tax, as it affects the 
net value of such interest passing to the 
surviving spouse, for our purpose the 50% 
stated above is used without adjustment 
for such taxes. The revised net estate, 
therefore, would approximate $159,000 if 
such marital deduction (50% of $318,000) 
were available. The gross estate tax on 
the reduced net estate would approximate 
$20,420 and the tax saving would be $47,- 
844 (State taxes not taken into considera- 
tion). This saving would be reduced by the 
amount of tax ($35,400, plus State taxes in 
excess of the maximum credit which would 
be payable on the wife’s estate by reason 
of bequeathing general property outright 
to her. The resulting net capital saving of 
about $13,000 would effect an increase in 
the wife’s income (independent of the cor- 
poration) of about $1,435, and in the income 
of the children, about $390 (3% of 
$13,000). 


ALTERNATIVES FOR EARNING DEDUCTION 


ET us see what must or can be done 
| Bs order to secure a marital deduction, 
bearing in mind that, in. this illustrative 
case, the maximum amount thereof will 
approximate $159,000, and that the Gov- 
ernment E Bonds ($10,000), the taxable 
portion of the jointly-owned home (one- 
half of $30,000), the insurance payable in 
a lump sum ($10,000) and the policy which 
grants an unlimited right of withdrawal 
($10,000), for a total of $45,000, qualify 
for the deduction, leaving a balance of 
$114,000. The estate owner can: 

(1) Leave his entire general property 
and insurance outright. This method of 
transfer, which, to say the least, is the 
easiest, laziest and usually the most unin- 
telligent, is presently employed in countless 
instances. Since none of the general assets 
is of such a character that any interest 
passing to the wife will terminate, because 
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of a lapse of time, or the occurrence of an 
event or contingency or the failure of an 
event or contingency to occur, an example 
of which might be a patent or an oil lease, 
a full marital deduction can be availed of 
but, instead of a saving, the aggregate taxes 
in the two estates will exceed those payable 
at the death of “A” under his present plan, . 
to which must be added the costs of ad- 
ministering the wife’s estate. 
Notwithstanding the obvious penalty at- 
tached to such a procedure, it is highly 


VALUATION OF 
UNLISTED STOCKS 


; Wu AT are the factors to 
be considered in the valu- 
ation of unlisted stock? 
How weigh, apply, and test 
them? Our wide experi- 
ence with problems of this 
kind is at your service. 


The AMERICAN 


APPRAISAL 
Company 
Over Fifty Years of Service 
OFFICES IN PRINCIPAL CITIES 4 


DEATH, TAXES and YOUR BUSINESS 


The series of articles under this title by 
George Laikin, which ran in the October 


through February issues of Trusts and 
Estates, has been republished as a book, with 
illustrative clauses and citations added. 


Basil S. Collins, vice president of Old Colony 

Trust Co., Boston, describes this series as 

“the last word in business insurance trusts.” 
Order your copy now. 


PRICE: $1.75 


FIDUCIARY PUBLISHERS, INC. 
50 East 42nd St., New York 17 





probable that a substantial number of 
estate owners will scrap what they have al- 
ready done to provide capable management 
for their general property and life in- 
surance, because of an obsession to save 
taxes, or at the instance of others who are 
blind to all factors except obvious tax eco- 
nomies. Trust institutions and life undef- 
writers, I believe, have a duty to advise 
their clients to defer any change in their 
estate plans until careful consideration has 
been given thereto. 


(2) Leave his solely owned general prop- 
erty outright, and make all of his life in- 
surance payable under the options, grant- 
ing no rights of withdrawal, and continu- 
ing the income therefrom to his children, or 


(3) Make the policy now payable to his 
estate payable to his wife outright and 
change the beneficiary agreements of his 
other policies to lump sum _ settlements 
which will make a total of $100,000 passing 
outright, and bequeath the balance of the 
deduction outright by his will. With the 
exception of this relatively small bequest, 
he can continue to leave his general prop- 
erty in trust. 


The chief disadvantage of either of these 
alternatives will be the unnecessary sacri- 
fice of experienced management to save the 
approximate net of $13,000 in the two 
estates. While there is always a loss risk 
regardless of the character of management, 
(insurance that is subject to settlement 
guarantees excepted) a loss by the wife 
of only ten per cent more than one that 
might be incurred by the trustee will ab- 
sorb more principal than the aforesaid 
saving of $13,000. 


Assuming that, despite this disadvantage, 
it should be decided to leave either the 
general property or the insurance outright, 
we have a possible conflict of ideas between 
the fiduciary who naturally desires to re- 
tain a trust customer and the life under- 
writer who stoutly believes in the use of 
policy options. For either one to advise the 
estate owner, or his attorney, without first 
consulting with the other for the purpose 
of. working out the most practical revision, 
is inconsistent with the philosophy of co- 
operation which has_ been so-° heavily 
stressed. 
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(4) Leave his general property in the 
amount of one-half outright and make life 
insurance in the amount of the other half, 
payable in lump sums. 


In this illustrative case, the cash re- 
quirements of approximately $41,000 will 
be funded out of the liquid property, cash 
and securities amounting to $83,000, as- 
suming the policy payable to the estate is 
made payable to the wife. Since the deduc- 
tion of $159,000 is to be divided between the 
general property and the insurance, the 
amount allocated to each will be $79,000. 
Applying the total taxable value of the 
Government Bond and home (i. e. $25,000) 
to the general property portion, we have 
a balance of $54,000 to qualify for the 
marital deduction. This brings up a number 
of incidental problems, among which are 
the following: 


a) Shall “A” make a special bequest of his 
securities and, if so, how will the cash 
requirements be funded? 

b) Shall he direct that all of the residual 

estate other than the corporation stock, 
be paid over to his wife? If:'so, what 
assurance is there that the full amount 
of the deduction will be available? 
Shall he specifically bequest some, or all 
of the corporation stock? If so, what 
effect will the wife’s accession to such 
stock have on his plans for the company 
and his son’s management thereof? How 
will taxes and other costs of her subse- 
quent death be funded. 
Shall he bequeath a certain amount to 
his wife, payable in cash or in kind? 
If so, what will the wife’s choice of the 
company stock have on his plan for the 
Company and its direction by his son, 
and how will the taxes and other costs 
at her subsequent death be funded? 

e) In what way should the beneficiary 
agreements of life insurance policies be 
integrated? 


As it can be readily seen, in the case of 
any estate that consists of different types 
of property, each asset must be classified 
as to its eligibility for the deduction, to 
the extent of determining whether an in- 
terest therein can be terminated by a lapse 
of time, the occurrence of an event or con- 
tingency or the failure of an event or 
contingency to occur; it must be decided 
whether or not an allocation of this or that 
specific item is best, taking into consider- 
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ation the over-all objectives of the estate 
owner; the decision must be adequately im- 
plemented. 


(5) Leave his entire estate in trust, 
granting to his wife a general power of ap- 
pointment and, at least so far as the value 
of the marital deduction, restrict any power 
in the trustee to use principal to the sole 
benefit of the wife, or 


(6) Qualify his life insurance for the 
deduction by either giving his wife au 
unlimited right to withdraw, or provide in 
the beneficiary agreements for the proceeds 
then held by the respective insurance com- 
panies to be paid to her estate. 


As in the case of the outright disposition 
of the estate or the life insurance, where 
a choice must be made between the two 
types of property, there is the possibility 
of conflict between the fiduciary and the 
life underwriter. This can and should be 
avoided and, as in the case of splitting the 
taxable property in order to set up the mari- 
tal deduction, there is the necessity of as- 
certaining the eligibility of each asset for 
such deduction. An intelligent allocation of 
specific assets, when their types are dissim- 
ilar, is equally impotrant. 


POINTS TO CONSIDER 


N conclusion, the liquidation problem and 
} bl purchasing power of the estate can- 
not, from now on, be adequately visualized 
by a rough computation of the taxes and 
a comparison of their amount with the 
liquid assets. The marital deduction can 
either be an advantage or a disadvantage, 
depending upon its effect upon the post- 
probate spendable income. In the future, it 
will be necessary in the assembly of the 
cash requirements of an estate, 


1) To establish the eligibility of each asset 
in which the spouse may have an inter- 
est. 

To determine whether any interest passes 
to the spouse alone, or to other persons 
also. 


To determine whether other persons will 
possess or enjoy any interest that passes 
in event of its termination or failure. 
To determine. the value of the spouse’s 
interest and in so doing, to take in ac- 
count the effect of any estate, succession, 
legacy or inheritance tax thereon. 
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5) To compute state taxes because of the 
shrinkage in the amount of the maximum 
credit. 

The need and opportunities for compe- 
tent estate analysis and estate financial 
planning have been greatly expanded by 
the new Revenue Act. Analysts who are 
non-members of the Bar, as well as its 
members, will be under an even heavier re- 
sponsibility to work closely with each other 
and to apply the philosophy of the “Trinity 
of Planning Property Transfer.” 
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NEW NATIONAL STATEMENT OF PRINCIPLES 


Between Life Underwriters and Lawyers 


EDWIN M. OTTERBOURG, ESQ.* 


IFTY years ago in the good old horse 
Pana buggy days, we had no radios and 
no talkies. We had no income taxes, and 
estate taxes, if any, were nominal. The 
national population was almost half what 
it is today and the national income was 
about one-twelfth of what it is today. 
America was at the beginning of a dynamic 
growth and change affecting its entire pop- 
ulation in all of its activities with an ever- 
increasing tempo. 


Fifty years ago an insurance agent or 
salesman was generally the cousin of one’s 
wife or a brother-in-law, or somebody who 
had had business reverses. He did not 
have to know very much to sell insurance. 
What he required was persistence and a 
friendly regard from the prospective cus- 
tomer. 


Fifty years ago the function of the av- 
erage lawyer was pretty much the same as 
it is today. He was the advocate in court, 
the confidential trusted business advisor in 
the office, and the skilled draftsman of legal 
documents of all kinds. To a large degree 
he could function without having special- 
ized in any limited field of law. Of course, 
there always were erudite lawyers in par- 
ticular branches of law, who were consid- 
ered by the profession as experts therein. 


Because of the highly confidential rela- 
tionship between an attorney and his client, 
the latter perforce in following his advice 
must rely not only on his personal integrity 
but on his single-minded fidelity to the cli- 
ent’s own best interests. The practice of 
law has been closely policed by the profes- 
sion itself. This has been done by ever- 
increasing qualifications for admission, by 
stricter requirements as to the character 


Mr. Otterbourg is former Chairman and a present 
member of the American Bar Association’s Committee on 
Unauthorized Practice of the Law, Chairman of the New 
York County’ Lawyers Committee, and member of the New 
York State Bar Association’s Committee on the same sub- 
Ject. He is at present serving as co-Chairman of the Na- 
tional Group of Lawyers and Life Underwriters of which 
the late George E. Lackey of Detroit, was co-Chairman. 
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of a lawyer, by adoption of canons of 
ethics covering the personal conduct and 
obligations of lawyers toward the courts, 
and their clients, and by the committees on 
matters of discipline correcting those in the 
profession who fail to live up to the pre- 
scribed standards. 


GROWTH OF LAW IN INSURANCE 


VER the past fifty years the tremend- 

ous growth and varied activities of a 
modern society have created fields of busi- 
ness activity wherein nearly in every step 
there are involved problems of law of one 
kind or another. In no field has this develop- 
ment been greater than in that of life in- 
surance. 


The modern life insurance salesman is 
expected to be acquainted with and indeed 
should have some knowledge of our tax 
laws, decedent’s estate laws, and partner- 
ship and corporation laws. In this modern 
time the purchase of life insurance of any 
sizeable amount is generally undertaken 
only after a most careful consideration of 
many of the legal aspects involved. 


It is just as dangerous for an insurance 
salesman to “high pressure” a prospect into 
accepting this or the other form of insur- 
ance without full consideration of the legal 
effect thereof in relation to the prospect’s 
particular situation, as it is for him to as- 
sume to give him legal advice and to induce 
him to act thereon. 


The modern insurance salesman receives, 
and indeed generally must obtain a confi- 
dential and intimate disclosure of his cus- 
tomer’s personal business and family 
affairs, if he is to give him adequate insur- 
ance advice. In this situation, when his 
customer asks him direct questions of law 
and the legal effect of various aspects of 
the proposed commitment, our modern in- 
surance man is in troubled waters. If he 
gives what amounts to legal advice, for 
which he is not truly qualified and which 


291 





he is not authorized to do, he is assuming a 
dangerous responsibility.* 


CONFLICT OF INTERESTS 


ATURALLY, an insurance agent’s pri- 

mary interest is to sell insurance. That 
is his legitimate and proper function. Thus, 
unlike the lawyer who is employed merely 
to give his best professional opinion and 
is to be compensated solely therefor, the 
insurance man has a normal self-interest 
which may not be entirely consistent with 
what, under certain circumstances, the pros- 
pect should do. The lawyer is forbidden by 
the canons of ethics of his profession from 
representing any conflicting interest and 
certainly from having any private financial 
interest which will be served if his profes- 
sional advice is followed. 


In the too short Code of Ethics thus far 
adopted by the National Association of 
Life Underwriters, paragraph 2 thereof 
requires an agent “To. keep my clients’ 
needs always uppermost,” and paragraph 
6 requires him “To present accurately and 
completely every fact essential to my 
clients’ decisions.” Undoubtedly reputable 
insurance agents endeavor to do just this. 
However, a statement of law or the opin- 
ion of the insurance agent in respect to 
the effect of law is hardly what is meant 
by a “fact.” No one would seriously deny 
that for insurance salesmen to perform 
services that amount to the practice of law 
would be dangerous to themselves, and, in 
the long run, destructive of their proper 
function and detrimental to the public. 
Every state in the United States has for- 
bidden the practice of law by those not 
admitted to such practice and in practically 
all states it is a penal offense. 


But the modern insurance salesman con- 
fronts the realistic problem that his cus- 
tomer will ask him questions of law and 


*“Legal advice given by Life Insurance Agents may be 
as costly and risky to the public as is advice by so-called 
‘tax experts’ of other kinds. In instances such as this, 
years may elapse before the erroneous advice does the 
damage.’ (From the Report of the Committee on Unlaw- 
ful Practice of Law of the New York County Lawyers 
Association dated May 1, 1947. referring to the case of 
Slifka, et al. v. Johnson, 161 F. (2d) 467). See also Gold- 
stone v. United States, 325 U. S. 687, where legal advice 
given by a life insurance man to change over a substan- 
tial amount of insurance into policies irrevocably payable 
to the insured’s wife, based on the insurance agent’s con- 
ception that this would accomplish a tax saving, resulted 
after the death of the insured in litigation with the Gov- 
ernment and a decision adverse to the estate. 
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consult with him about problems involving 
law, which are related to or affect his de- 
cision to take out insurance or to rear- 
range his insurance affairs. If the insur- 
ance man pleads ignorance about these 
matters, it may lose him the business; if 
on the other hand he gives the legal ad- 
vice or opinion requested, it may be danger- 
ous for his customer and the harm that is 
done oftimes is irrevocable because the re- 
sult of the legal advice becomes apparent 
after the insured’s death and not before. 


THE STATEMENT OF PRINCIPLES 


public, to the legal profession, and to 
life underwriters, of a cooperative and 
understanding approach to these problems, 
as a result of the painstaking and constant 
study made by committees representing the 
National Association of Life Underwriters 
and the American Bar Association, an im- 
portant step has been taken. On February 
24, 1948, the American Bar Association, 
and on March 16, 1948, the National Asso- 
ciation of Life Underwriters, have approved 
a “National Statement of Principles of Co- 
operation Between Life Underwriters and 
Lawyers.” Because of its importance, a 
complete copy is attached to this article. 


= recognition of the importance to the 


The American Bar Association and the 
National Association of Life Underwriters 
have appointed a national conference of 
lawyers and Life Underwriters consisting 
of five representatives of each, which will 
function in part to establish as far as may 
be practicable a country-wide recognition 
of these principles. The reader will note 
that the statement of principles contains 
rules of guidance for lawyers in subsection 
(1) thereof and for Life Underwriters in 
sub-section (2) thereof. 


The widest publicity is intended to be 
given to these rules and the national con- 
ference is authorized to act as a clearing 
house for suggestions and complaints, and 
it recommends to state, district and local 
bar associations, and to state and local as- 
sociations of life underwriters, that coop- 
erative action be taken by them to dispose 
of misunderstandings between the two 
groups and tq secure adherence to the prin- 
ciples. 


Real cooperation between Life Under- 
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writers and lawyers for which this state- 
ment of principles lays a solid foundation 
will be of inestimable value to the public. 
The elimination of misunderstandings be- 
tween underwriters and lawyers, and the 


clarification of their separate legitimate 
functions, will enable both to render better 
service. It should help to increase the public 


esteem and appreciation of the value of the 


services of both groups. 


NATIONAL STATEMENT OF PRINCIPLES 
of Cooperation Between Life Underwriters 
and Lawyers 


issued by 
The National Conference of Lawyers and Life Underwriters 


FOREWORD 


The National Conference of Lawyers and 
Life Underwriters was constituted on July 17, 
1946 by representatives of the American Bar 
Association and the National Association of 
Life Underwriters upon due authorization by 
the governing bodies of the two Associations. 
Its purpose shall be to promote cooperation and 
understanding between life underwriters and 
lawyers and to eliminate, as far as possible, 
misunderstandings and causes for complaint 
by either against the other in relation to any 
practices which do not appear to be in the 
public interest. 

The National Association of Life Under- 
writers has a membership of 52,500; its mem- 
bers are estimated to sell and service more 
than 70 per cent of all life insurance in the 
United States. There are affiliated with it 41 
State and 505 local associations throughout 
the country. It and its members have for many 
years sought to maintain and uphold a formal 
code of ethics adopted by them. The Associa- 
tion has created the American College of Life 
Underwriters through which have been estab- 
lished university and college courses leading to 
the designation of “Chartered Life Under- 
writer” after a recommended course of study 
of three years; all of this has been done toward 
the end of developing competency and a pro- 
fessional point of view by the life under- 
writers. 

The American Bar Association has, for many 
years, adopted its Canons of Professional 
Ethics and maintained its Standing Committee 
on Professional Ethics and Grievances to aid 
the bar in their interpretation and observances 
by lawyers. 

The American Bar Association is recognized 
as the national representative of the organized 
Bar of this country. 
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In 1940, a National Statement of Principles 
of Cooperation between Life Underwriters and 
Lawyers was published. The present Statement 
is intended to supersede the 1940 Statement. 
It, like its predecessor, is intended as a guide 
to the professional conduct of attorneys and 
life underwriters in respect to one another and 
in relation to the public. 


STATEMENT 


In recent years, much of the actual negotia- 
tion of the sale of life insurance: contracts 
involves estate planning. The acquisition of 
life insurance has become a complex problem 
by its ever increasing relation to plans of 
testamentary disposition, wills and living 
trusts, to partnerships and close corporation 
contracts, and to problems of taxation. The 
solution of such problems requires a man to 
make far reaching decisions. These decisions 
often are, or upon the happening of death be- 
come, irrevocable. The American public should 
therefore receive not only expert insurance 
service and disinterested advice but also skilled 
and disinterested legal guidance and advice 
when necessary; both are often required in 
problems arising out of negotiation for and 
use of life insurance, and when this is the 
case, the simultaneous and harmonious atten- 
tion of a representative of each profession in 
solving the problems of the same client will 
provide the safest and most efficient service. 


Fair dealing with the public and an ob- 
servance of laws which have been enacted 
throughout the United States require that all 
legal service and advice should at all times 
be given by an individual trained in the law 
and duly licensed to practice; anyone who 
gives legal advice should be solely devoted to 
the interest of his client and permit no per- 
sonal consideration whatsoever to weaken his 
exclusive loyalty to his client. 
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In this connection, it might well be remem- 
bered that the courts consider communications 
between an attorney and his client as privi- 
leged, that is, they do not compel their dis- 
closure, while communications between a life 
underwriter and his client are not so consider- 
ed. This distinction should, for the protection 
of the public, be borne in mind by the mem- 
bers of both professions. 


For the guidance of life underwriters and of 
lawyers, and to insure that the public shall 
be protected by receiving authorized and dis- 
interested legal advice on life insurance prob- 
lems, such as those hereinabove referred to, 
the National Conference states: 


I. 


The National Conference considers it to be 
in the interest of cooperation between life 
underwriters and lawyers and of better service 
to the public, that all lawyers be guided by 
the opinion of the American Bar Association’s 
Standing Committee on Professional Ethics 
and Grievances, dated February 10, 1940, is- 
sued in reply to an inquiry from that Associa- 
tion’s Standing Committee on Unauthorized 
Practice of Law. That opinion in full is as 
follows: 


“In the opinion of the Committee, the 
Lawyer’s conduct in each of the following 
situations is ethically improper and should 
be condemned: 


“1. A life underwriter recommends a 
certain transaction, for example, the pur- 
chase of business life insurance. The client 
presents the proposed transaction to his 
attorney for approval or disapproval. The 
attorney then demands of the life under- 
writer, as a condition for his approval, a 
share in the life underwriter’s commission. 


“2. An attorney promises a life under- 
writer to recommend him to the attorney’s 
clients, provided the life underwriter will 
pay to the attorney a share of his commis- 
sions resulting from any business obtained 
from the lawyer’s clients. 


“It should be noted, in this connection, 
that in most of the states participation 
in commissions on life insurance contracts 
by any person other than a duly licensed 
life insurance agent, has been condemned 
by statute or by court decision and has 
been declared unethical for life under- 
writers by their professional organizations. 


“3. A life underwriter proposes a cer- 
tain life insurance plan to a prospective 
client; the client submits the proposed plan 
to his attorney for his legal opinion. The 
attorney approved the plan, but for reasons 
of personal advantage to himself advises the 
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client to divert the business and to pur- 
chase the necessary life insurance not 
through the underwriter who submitted the 
plan but through another underwriter whom 
the attorney recommends although the in- 
terests of the client do not require such 
substitution. 

“4. An attorney promises an _ under- 
writer a share of the fees resulting from 
such business. 

“5. To advertise himself and to promote 
his sale of life insurance, a life under- 
writer desires to use a lawyer’s legal opin- 
ion in relation to a specific plan by using 
the lawyer’s name and opinion in a general 
circular or as a selling document. At the 
underwriter’s request, a lawyer furnishes 
such an opinion knowing (a) that the 
attorney’s name will be thus advertised and 
utilized by the underwriter and (b) that 
the opinion may mislead the person to whom 
it is exhibited to his detriment unless it is 
adapted to the facts of his particular case. 
This form of business solicitation by life 
underwriters has been condemned by their 
profession and by this Association’s Com- 
mittee on Unauthorized Practice of the 
Law.” 


II. 


The National Conference considers it to be 
in the interest of cooperation between life 
underwriters and lawyers and of better ser- 
vice to the public, that all life underwriters be 
guided by the following principles: 


(1) A life underwriter has no right to 
practice law or to give legal advice or to hold 
himself out as having such rights. He should 
not attempt to do so directly or indirectly. 
Therefore, he must never prepare for execution 
by his client legal documents of any kind, such 
as wills or codicils thereto, trust agreements, 
corporation charters, minutes, by-laws, or bus- 
iness insurance agreements. When submitting 
an involved mode of settlement, or one which 
may affect a client’s prior disposition of prop- 
erty by his Last Will and Testament, the life 
underwriter should suggest that the same be 
submitted to the client’s attorney for ap- 
proval. 


In estate planning, all transfers of property, 
except simple modes of settlement under life 
insurance policies or changes of beneficiary 
thereof, should be recommended subject to the 
approval of the client’s attorney. Since these 
decisions should in the final anlaysis be sub- 
ject to the approval of the client’s attorney, it 
is important for the life underwriter to col- 
laborate with his client’s attorney as early 
as possible in the negotiations so as to afford 
nis client the safest and most effective ser- 
viee. 
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It is improper for a life underwriter, in 
submitting to his client an estate planning 
report, to attach thereto or insert therein any 
forms of legal instruments or of specific legal 
clauses. 


(2) A life underwriter should never dis- 
suade a client from seeking the advice of legal 
counsel. It is improper for a life underwriter 
to attempt to divert legal business from one 
attorney to another. 


(3) It is improper for a life underwriter 
to furnish attorneys who will give legal advice 
to the life underwriter’s clients or prospective 
clients. 


(4) A life underwriter must never share 
or participate in an attorney’s fee; a life 
underwriter must not pay directly or indi- 
rectly any part of his commission to an at- 
torney or any other person not a life under- 
writer; whether or not such sharing in 
commissions is known to be insured. 


It should be noted, in this connection, that 
in most of the States participation in commis- 
sions on life insurance contracts by any person 
other than a duly licensed life insurance 
agent, has been condemned by statute or by 
Court decision and has been declared unethical 
for life underwriters by their professional 
organizations. 
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(5) <A life underwriter may properly obtain 
legal advice or a written legal opinion from 
an attorney for his own guidance; it is im- 
proper conduct, however, to cricularize any 
such legal opinion, or to use it as a selling 
document. 


Nothing herein contained is intended to re- 
strict or limit the life underwriter’s legitimate 
activities in measuring the client’s need for 
life insurance, determining the amount and 
type needed, developing a comprehensive life 
insurance program in relation with the client’s 
other plans and affairs, and selling such in- 
surance; the ethics of his profession require 
him not to recommend the purchase of addi- 
tional insurance unless needed. Such activities 
are for the benefit of those insured and their 
dependents only insofar as they are consistent 
with the foregoing statement of principles. 


III. 


The National Conference of Lawyers and Life 
Underwriters recommends to State, district 
and local Bar Associations and to State and 
local Associations of Life Underwriters that 
cooperative action be taken by them to secure 
adherence to the principles contained in this 
Statement and to dispose of misunderstand- 
ings between the two groups. The National 
Conference is authorized to act in an advisory 
capacity as a clearing house for suggestions 
and complaints, to aid in establishing, as far as 
may be practical, a country-wide recognition 
of these principles, and to aid in the setting 
up of similar conference groups in the various 
States and localities. It gladly offers its ser- 
vices in this respect to State, district and local 
associations of the Bar and Life Underwriters. 

Adopted by The American Bar Association, February 
24, 1948. 


Adopted by The National Association of Life Under- 
writers, March 16, 1948. 
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INDUSTRY GROUP PRICE BEHAVIOR 


Relative Price Action Affords Check on Economic Analysis 


H. C. RAY 
Partner, Ray*Signals, New York 


EW will dispute the premise that such 
| eae factors as earnings, balance 
sheets, dividends, management ability, 
labor relations and business prospects 
create a value for the equity in a going 
enterprise. Most will agree that these fac- 
tors are difficult to appraise, that their ef- 
fect upon value will vary with conditions, 
and that many of the conditions which 
cause the variations may be unknown, or 
incapable of being properly determined at 
the time of appraisal. 

A comparison of the varying price earn- 
ings ratios of the shares of well known 
companies over even a short period, fur- 
thermore, offers evidence that, although 
underlying economic factors may create a 
value for these shares, it is the public ap- 
petite for these factors that determines 
their market value—or the price at which 
the underlying value for the shares may be 
realized. 

When investment managers, particularly 
those handling trust funds, were concerned 
primarily with bond investments, the price 
at which a value could be realized at a 
specified time was simplified by a careful 
selection of suitable maturities. The wider 
use of common shares by individuals and 
trustees as accepted media, however, has 
posed a more difficult problem for invest- 
ment managers, as it is manifestly impos- 
sible to make a predetermination of the 
price at which a value represented by a 
common share will sell in the public mar- 
ket. New methods for empoying and ap- 
praising common stocks for investment afe 
thus made necessary and are gradually 
being developed. 


INVESTMENT METHODS 


NE method employed by many invest- 
ment managers who seek to avoid the 
pitfalls of forecasting common stock val- 
ues is the employment of mathematical 
formulae for adjusting common stock hold- 
ngs at varying market price levels. There 
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is, however, a step beyond the employment 
of such formulae which should be used 
and which can be developed. It rests on the 
premise that wealth, like all other con- 
cepts, is relative—that methods designed 
to conserve and to increase it, therefore, 
should be developed with a relative point 
of view. Wealth being also measured in 
terms of dollars, the relative price as well 
as relative value should be carefully 
weighed. 

A program designed to accomplish this 
would, of course, deal with relative values 
and price trends, rather than with actual 
prices and apparent values. It would be a 
program designed to reduce common stock 
holdings when prices are relatively high 
and to increase them when prices are rela- 
tively low. It would be designed to invest 
only in those groups of industry which of- 
fer sound value and a reasonable expecta- 
tion of above average price performance. 
It would be designed to invest only in those 
common stocks in the above average indus- 
tries which individually offer sound value 
and prospects of bettering the performance 
of both their industry groups and the mar- 
ket as a whole. 


AVOIDS FORECASTING 


HE most successful methods of com- 
mon stock investment, this writer be- 
lieves are, those which avoid forecasting; 
rather they place the greater emphasis 
upon relative value, and they require that 
such value, determined by economic an- 
alysis, pass a further test of public appe- 
tite through an analysis of relative price 
action. Such methods should enable the in- 
vestor or investment manager, through bet- 
ter than average results, to acquire an in- 
creasing proportion of the corporate 
wealth of the country, regardless of whe- 
ther this wealth is optimistically or pessi- 
mistically priced. 
To illustrate, the investor who starts 
with 100 shares of a representative com- 
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mon stock and who later finds that he has 
increased his holdings to 110 shares, by 
careful appraisals of relative values and 
relative prices (and without the addition 
of new funds) is obviously better off than 
his neighbor who still holds his 100 shares. 
As a matter of fact, he is over 20% better 
off than the neighbor who lost his 10 
shares to him. Furthermore, he has in- 
creased his real wealth 10% relative to the 
wealth of the country as a whole, regard- 
less of the price at which his shares may 
be valued in the market. 


A formula plan for investment timing, 
as suggested earlier, might be used to de- 
termine the ratios of common stocks to 
bonds which would be held under varying 
conditions. A well conceived formula plan, 
without attempting to forecast price move- 
ments or tops and bottoms, will require 
that common stocks be reduced when their 
prices appear to be in a high range and re- 
quire them to be increased when their 
prices appear to be in a low range. It will 
permit a logical program to be formulated 
in advance and will avoid making decisions 
which are influenced by the optimism or 
pessimism which may prevail at the time 
for taking action. By its nature, it almost 
assures an increase in the relative value of 
a fund over a completed business cycle. 


After determining the ratio of common 
stocks to investment bonds which would be 
held at any given time, the investor is con- 
fronted with an almost unlimited number 
of issues from which his common stock 
selections may be made. Because of this 
vast field, he relies, variously, upon the 
shares of companies with prominent 
names, advice from brokers, what he be- 
lieves to be “inside information,” or, too 
often, on just plain guessing. 


BRIDGING THE GAP 


T is with bridging the gap between the 

amount of common stocks to be held at 
any given time and the issues to be select- 
ed that this article is primarily concerned. 
There are thousands of common stock is- 
sues; there are, however, only about sixty 
major groups and sub-groups of industry. 
Therefore, if selection is approached 
through an appraisal of industry groups, it 
reduces the work to manageable propor- 
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tions and does not add to the burden, as a 
proper appraisal of a common stock neces- 
sarily requires an appraisal of the group 
to which it belongs. If the industry groups 
are appraised first, sixty determinations of 
relative attraction will serve to eliminate 
from consideration more than half of the 
many issues which would fall into the in- 
dustries having below-average attraction. 
From the remaining above-average indus- 
tries, further elimination may be made of 
those industries which are unsuited to the 
investor’s objectives. Thereby, selection is 
narrowed down to the issues of ten or fif- 
teen groups of industry—one-sixth to one- 
fourth of the total. Still further elimina- 
tion may be made of the securities in the 
selected industries which, for reasons of 
quality or otherwise, fail to meet the in- 
vestor’s requirements. 


At this stage, the field from which the 
desired common stock holdings are to be 
selected will have been reduced to perhaps 
a hundred stocks at most, and to only a 
few dozen in numerous instances. 


Industry group selection, of course, re- 
quires a practical method to determine 
relative value and relative price attraction. 
Financial services provide periodic eco- 
nomic data with respect to the various in- 
dustries and give their interpretation of 
this data. The larger investors and invest- 
ment managers supplement this data and 
opinion with their own direct research. 
Too often, however, this research has 
proven to be inadequate, as the apparent 
economic factors may already have _ been 
discounted in the price, may have been 
improperly appraised or may have been af- 
fected by undiscovered considerations. 


GROUP PRICE STUDIES 


XTENSIVE studies* of industry group 
E price performance have been made by 
this writer over a period of several years. 
The findings disclosed by these studies 
have been critically tested in the light of 
the entire past record of- group price his- 
tories compiled by Standard and Poor’s 
and, in advance, over several years of ac- 
tual use. 


The Standard and Poor’s indices were 
used for study because of the exactness 


*See Dec. 1947 Trusts and Estates 540. 
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and uniformity of their compilation, and 
because of the scope of their coverage in 
terms of time and the number of group 
divisions. They cover periods to 1918 and, 
for the sixty industries, record the price 
history of over 1,500 “group” years. 


The studies of the various industry 
group ratios (group index divided by the 
402 stock index, computed monthly) dis- 
closed a striking recurrence of similar pat- 
terns of price performance which are gen- 
erally applicable and useful to determine 
the relative attraction of each of the di- 
verse groups. When these ratios were com- 
bined with an average ratio for a ten 
month period, interpretation of the long- 
term attraction or lack of attraction for 
the various groups was possible to a prac- 
tical degree. 


FOUR PATTERNS EMERGE 


JUR useful, recurring patterns of price 
performance became evident from the 
studies. The first and most frequent pat- 
tern (when the ratios are plotted on a ratio 
scale graph) takes the form of a trend of 
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relative performance confined between two 
parallel trend lines. Minor fluctuations in 
the trends so formed may be disregarded 
until both the current ratio and the ten 
month average of the ratio move out of the 
channel formed by the parallel lines in the 
direction opposite to the trend. A reversal 
of a rising trend appears to be indicated 
when the current ratio drops below the ten 
month average of the ratio under the con- 
ditions stated above. 

A reversal of a declining trend appears 
to be indicated when the current ratio 
rises 3% above the ten month average ra- 
tio under the conditions given. When such 
reversals are indicated, there appears to be 
a reasonable expectancy that the new trend 
direction will continue for a year or more. 

A second pattern which appears to be 
next in importance is characterized by the 
development of breakaway action after an 
indication of favorable relative action. In 
such cases, the ratio moves rapidly upward 
instead of forming the more normal chan- 
nel of performance. Because of the advan- 
tage gained by such action, adequate pro- 
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tection is afforded for retaining holdings 
in a group until a loss of about 5% in its 
ratio occurs. A study of the patterns fol- 
lowing such loss in ratio will give an indi- 
cation of whether superior performance 
will be resumed or whether extended un- 
favorable results should be expected. 

A third pattern takes the form of a line, 
where the ratio varies only slightly in a 
horizontal range for a period of ten months 
and then moves 5% above the top level of 
its range. The indications from this pat- 
tern are not as reliable as the trend and 
breakaway patterns occasionally help to 
confirm value analysis. 

The fourth apparent pattern is entirely 
corrective. If, after a favorable trend indi- 
cation, a group fails to achieve a new high 
ratio within ten months and has shown 
signs of relative weakness, it appears ad- 
visable to eliminate the group as a protec- 
tion against further unfavorable action. 


SOME IMPORTANT FINDINGS 


OME measure of the effectiveness of 
this method may be judged by a few 
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important indications which would have 
been given: 

1. The Railroad group would have been 
interpreted favorably from early in 1939, 
to March of 1946. In the net decline of the 
market to April 1942, the industrial stocks 
dropped one-third more than _ railroad 
stocks; in the rising markets to March 1946, 
the railroad stocks rose one-half more than 
the industrials. 

2. The Oil group would have been cor- 
rectly indicated as a relatively poor per- 
former during its period of greatest 
growth in the 20s, and was indicated as a 
stellar performer over the past two years. 

3. The Aircraft group gave definite ad- 
vance indications that its usually high 
earnings from 1940 to 1945 would not be 
reflected in its market price. Indications of 
its current attraction were given in 
October 1947. 

4. The Automobile group gave indica- 
tions in the fall of 1945 that its labor, ma- 
terial and reconversion difficulties would 
be a more potent market factor than the 
strong demand for its products built up 
during the war years. 


5. The Chemical group indicated its rel- 
atively poor bull market performance early 
in 1942, and its reversal to above average 
performance in the spring of 1946. There- 
by, it offered a haven for those wishing to 
shift common stock holdings to more con- 
servative issues after an extended rise and, 
at the same time, to achieve better than 
average results regardless of the market 
trend. 


6. The Steel and Copper groups, failed 
to lead the last bull market until two years 
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of the rising trend had transpired. This 
delayed participation also was indicated. 

7. The Department Store, Printing and 
Publishing, Liquor and a number of other 
groups were indicated as leaders of the 
1942-1946 bull market and their reversals 
were indicated a few months prior to the 
decline in the summer of 1946. 

8. The Electrical Equipment group 
would have been continually interpreted 
below-average since 1941, and would have 
enabled investors to avoid the disappointing 
action of such a high grade investment 
stock as General Electric during that pe- 
riod. 

These examples are given to show the 
value of relative price tests to confirm or 
deny the findings of value tests and to show 
the protection afforded against errors in 
selection which may result from the em- 
ployment of value analysis alone. 

From the studies it has been found prac- 
tical to rely upon recognition of trends of 
relative action in their early stages and to 
rely upon the historical foundation that, 
in a substantial majority of cases, such 


trends will continue for an extended period 
before their reversal will be recognized at 
ratios more favorable than those prevail- 
ing at the time the preceding reversal was 
indicated. 


Therefore, as the studies show that 
recognition of trend reversal offers a satis- 
factory method, attempts to forecast re- 
versals or the duration or extent of the 
trends so recognized is unnecessary. Pri- 
marily, the method assists the investor to 
determine the time at which value, meas- 
ured by economic analysis, will be recog- 
nized in the price, set at the market place. 


INDIVIDUAL ISSUES 


FTER the industry groups have been 
A selected, similar tests of relative price 
action may be applied to individual stock 
issues in the favored groups which have 
been selected as offering good relative 
value. 


Studies of the ratios of individual issues 
have progressed only to the point at which 
patterns similar to those which are useful 
to indicate group attraction appear gener- 
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ally applicable to individual 


stocks. 

Apart from pattern formations, the ra- 
tios of individual issues at various dates 
offer an interesting and helpful compari- 
son of prices and values at such dates. For 
example, if the relative value of an issue 
appears approximately unchanged from 
some former date and its price ratio varies 
materially from that of the earlier date, 
the issue would obviously be out of line 
and the risk of holding it would be measur- 
able. 


Declining markets do not offer oppor- 
tunities for price appreciation but they do 
offer opportunities to temper losses and to 
maintain a relatively larger fund with 
which to take advantage of rising markets 
when they recur. 


common 


Thus, a combination of value analysis 
and price analysis, applied to industry 
group appraisals, will aid the investor to 
increase his relative wealth in both rising 
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and declining markets and to increase his 
actual wealth over the years. 


It would be difficult to sustain a charge 
of improper management, if such results 
were accomplished. 


Real Estate Demands Shift 


IMPORTANT CHANGES took place in the demand 
for different kinds of real estate during 1947, 
according tothe annual report of Reviews 
Incorporated. As indicative of a wider public 
acceptance of higher valuations, the report 
noted that 42 per cent of the sales of Pre- 
views’ listing in all parts of the United States 
and abroad were in the $25,000 to $50,000 
class, as compared with 30 per cent in 1946. 
An even more pronounced increase in the sales 
of large estates in the $100,000 to $300,000 
price range was reported. 

An upswing in ‘uctersectional transactions 
was noted in <ne report — over 32 per cent 
of the sales being inter-state affairs, a large 
percentage of them involving country res- 
idences some distance beyond suburban areas. 
Of the properties marketed, the report listed 
44 per cent as being residential estates. Res- 
idences — homes on plots of less than one 
acre — accounted for 21 per cent of sales; 
19 per cent were operating farms and farm 
estates. 


For the first time in the history of the 
company, the report pointed out, real estate 
Lrokers had sold a greater number of oper- 
ating farms than estates in the non-self-sup- 
porting “gentleman farm” category. 


TRUST DEPARTMENT GROSS EARNINGS of Kansas 
banks were $92,900 for 1947, according to tue 
State Banking Department. 
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THE LAWYER in ESTATE PLANNING 


E. S. MAcNEILL 
Trust Officer, The Continental Bank & Trust Company of New York 


HESE remarks will be in the nature 
Vt a continuation of the Shop Talk 
Session on New Business and Estate Plan- 
ning at the Mid-Winter Trust Conference, 
which, like most talk-fests of its kind, 
never quite completed its agenda.* In prep- 
aration for the Session, requests were 
broadcast to trustmen throughout the 
country for questions to be addressed to 
the discussion panel. A great many of the 
responses dealt with attorney-relations; 
they fell into three main categories: 


(1) Do you complete an estate planning 
job before calling in the prospect’s 
attorney ? 

In the use of the estate planning ap- 
proach, how many times have you 
received criticism from attorneys 
when you asked them to prepare 
instruments for their customers? 
Do you expose to the attorney your 
estate analysis showing assets owned 
by the prospect? 


A. M. MeNickle, vice-president of Fidel- 
ity Trust Company, Pittsburgh, the panel 
member to whom this group of questions 
had been assigned in advance, wrote a num- 
ber of friends, in cities large and small, 
who, like himself, were devoting their en- 
tire energies to the production of trust new 
business and posed the three main in- 
quiries stated above. 


UNIFORMITY OF RESPONSE 


HE unanimity of the replies was quite 

remarkable. Thus, in response to No. 1, 
the composite answer was, “Yes, wherever 
humanly possible.” Of the answers, the fol- 
lowing is perhaps the most extreme: 


“If the attorney gets into the picture be- 
fore the plan is completed, the Planner will 
find himself and his customer involved in a 
maze of technical details and in many 
side excursions which are not important in 
the main plan. This ‘confusion worse con- 


Based on address at reunion of Graduate School of 
Banking Trust Major, New York, March 20, 1948. 


*See March Trusts and Estates 201-2. 
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founded’ will give the customer the feeling 
that the whole subject is beyond him and 
that the result is not worth the trouble. 
Completion of the plan will be delayed in 
most cases and the selling job is rendered 
far more difficult. I believe that the best 
method is to complete the Plan and have the 
customer’s ideas thoroughly settled (italics 
mine) in regard to what he wants to do and 
how it is accomplished. This way the Plan 
can be kept relatively simple and kept in 
layman’s language. When the whole matter 
is settled, the attorney can be brought into 
the picture and can then go to work on the 
legal details. Since the customer under- 
stands the whole matter in its simple form, 
he will not find the legal language and added 
details over his head. We must remember 
that Estate Planning is largely a sales job.” 


The italics reveal the philosophy of this 
salesman’s approach: take our plan or else! 
Accept no substitute! 

One lone voice was raised to say: “In the 
case of a prospect having an attorney with 
whom we have never worked before, we 
make every effort to bring the attorney in 
as soon as possible and to give him every 
opportunity to take over his responsibili- 
ties in the planning of the estate.” 


REVEALING DATA 


UMPING (2) for the moment, I will 
4 dispose of non-controversial (3) briefly: 
The replies were what you would expect of 
conscientious trustmen. The financial in- 
formation supplied by the prospect was not 
disclosed to the lawyer without the pros- 
pect’s consent or in the face of the pros- 
pect’s prohibition—it being unclear, in 
some instances, whether the consent was 
explicitly solicited or the prospect was left 
to take the initiative in registering his ob- 
jection. 

Certainly the prospect should be asked, 
beforehand; for people often will reveal con- 
fidences to the comparative stranger, the 
trust officer, that they would be reluctant 
to have their friend, the lawyer, know. Sev- 
eral of Mr. MecNickle’s correspondents 
mentioned the practical and excellent device 
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of having the financial (and any other con- 
fidential) matter so organized in the loose- 
leaf formal “Plan” that the sheets contain- 
ing it can be extracted from the lawyer’s 
copy with minimum of detriment to the 
presentation as a whole. 


CRITICISM BY LAWYERS 


OW back to (2): “In the use of the 

estate planning approach, how many 
times have you received criticism from at- 
torneys when you ask them to prepare in- 
struments for their customers?” 


It was agreed that criticism was rare; 
some reported no criticism at all. There was 
one reply which half-confessed half-doubts: 


“Rarely have we had outright criticism 
of our plans. Quite often, but fortunately 
with only a few of our attorneys, we have 
experienced reactions of a nature which was 
tantamount to criticism. This indirect crit- 
icism has been expressed in such ways as 
(1) discarding our plan entirely and draw- 
ing up the plan in his own way, (2) not 
being willing to accept certain clauses and 
provisions we have recommended, without 
adequate reasons for not so doing, (3) at- 
tempting to take over the case entirely and 
not arranging for us to be in on the inter- 
views, (4) giving us a minor appointment 
in the plan, (5) reluctant to give us a copy 
of the prospect’s Will, (6) incurring numer- 
ous delays which have, in a few cases, re- 
sulted in the prospect deciding not to do 
anything at all, or becoming thoroughly 
discouraged with getting anything done.” 


—All very polite ways of not criticizing. 


VOICES IN OPPOSITION 


XTRACTS from the replies just sum- 

marized were read at the Shop-Talk 
Session by Mr. McNickle; and I think the 
- solidity of the opposition to early joinder 
with the lawyer in the process of estate 
planning was surprising to many in the 
room. It was to me, for I recalled a ques- 
tionnaire that had been conducted, in Feb- 
ruary 1947, through the columns of the 
Bulletin of the Financial Public Relations 
Association by John M. Zuber, vice-presi- 
dent of the American National Bank of 
Indianapolis. The question put to represent- 
ative trustmen was broad: 


“As a general rule should the attorney 
and life insurance underwriter be brought 
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into the case before final approval of the 
estate plan by the prospect?” 


Note that the question referred to “final 
approval of the estate plan by the prospect.” 
I suppose most of Mr. MecNickle’s corre- 
spondents would agree that the attorney 
should be consulted before the prospect was 
permitted to give his final approval to the 
plan. The majority of the men who an- 
swered Mr. Zuber’s question assumed this 
truth and turned their attention to how 
early the lawyer (or insurance man) should 
be introduced into the case. 


And they meant “early.” It wasn’t a ques- 
tion of how long the fatal event could be 
deferred. There were exceptions, of course, 
but this reply fairly represented the con- 
sensus: 

“We are following the procedure of asking 
the prospect’s permission in the fact-finding 
interview to discuss his estate problems with 
his attorney and life underwriter before 
any specific recommendations are made. 
This strategy gives us the opportunity of 
exchanging ideas with the attorney and 
life underwriter at a time when they can 
contribute something to the estate plan, 
without being in the embarrassing position 
of criticising or resisting our ideas for the 
plan. It builds prestige for the attorney 
and life underwriter with their client. It 
builds prestige for us with the attorney 
and life underwriter, and enables us te 
constantly improve our relationship with 
them. Our experience with this procedure 
has convinced us that it is the most effective 
and economical way to sell trust services.” 


And there was another reply I liked: 


“You can all recall cases where you put 
in a great deal of hard work in preparing 
a memorandum which was your pride and 
joy. You presented your memorandum to 
the prospect and he was favorably im- 
pressed and, in turn, gave you the ‘green 
light’ to see his attorney for the purpose of 
drafting the necessary documents. For some 
unknown reason the attorney was not very 
receptive, or took exception to your particu- 
lar role in relation to his client. There were 
excuses for delaying the drafting and then 
days and months went by and nothing was 
accomplished. It gradually dawned upon you 
that your case had been pigeonholed. You 
blasted the attorney for his refusal to co- 
operate; and why did he not do so? Be- 
cause you made an order-clerk out of him, 
and he resented it. There may have been 
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other factors in the client’s particular pic- 

ture, of which the attorney was cognizant 

that, if you had known about them, might 
have changed your entire recommendation. 

As a result you lost out.” 

Here is realistic recognition that some- 
thing is wrong with the policy of treating 
Estate Planning, not as a service, but as a 
“sales job,” with its corollary that any- 
thing which obstructs the smooth course of 
selling should be flattened out as painlessly 
as possible. 

THE LAWYER’S VIEWPOINT 
O—with every appearance, I hope, of 
dispassionate and scientific approach— 

I am coming around to the point of exer- 
cising my God-given right to be cantanker- 
ous. 

Perhaps it is because that, inter alia, I 
am a lawyer; but that cannot entirely ex- 
plain the change of heart that has come 
over me, for certainly I have done my 
share, over the years, of trying to wrap 
up sales so tightly as to discourage the law- 
yers’ interference with them. Perhaps in 





the march toward senescence my selling en- 
thusiasm has waned. I have discovered that 
we have not always had the right answers; 
that ingeniously-wrought tax-saving plans 
have often failed; that the economic wis- 
dom of the corporate trustee is not always 
infallible. Experience has weakened my 
faith in some of the historic preachments 
of trust business. I have learned, for ex- 
ample, that corporate trustees do become 
sick and do die. In working with lawyers 
I have re-learned their viewpoint. 


It is a viewpoint which must be under- 
stood if the roster of “indirect criticisms” 
that I have quoted is to be understood. 
Naturally the attorney is annoyed when, 
after possibly many years of inter-deal- 
ings, his client turns to a comparative 
stranger for the most personal of advice. 
Assuming that he controls his annoyance, 
he may have knowledge, from long acquaint- 
ance, of conditions in the client’s family or 
business that compels him to suggest revis- 
ions in the plan or even its abandonment. 
He doesn’t accept certain of the offered 
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clauses if only for the reason that out of 
his legal research, or else by trial and er- 
ror, he has developed forms of language 
that he likes better. You may not consider 
his reasons adequate—but he is the “drafts- 
man,” don’t forget, who will be blamed if 
the words go wrong. Yes, and he may even 
take over the case, with some routine of 
thanks to you for starting it;,for, after 
all, he is the client’s paid, professional ad- 
viser whilst you, to him, appear as a kind 
of amateur, acepting no pay for the service 
of planning but hoping for the favor of a 
fiduciary appointment. And if his annoy- 
ance crops back to the surface he may cut 
you down to that “minor appointment.” 


This is the lawyer’s viewpoint, fortified 
by a discipline of study and experience 
that you would be ill-advised to discount. 
And he may not openly criticize you; but 
the extent of his smoldering, unrevealed 
resentment is a public relations factor that 
you also should not discount. 


THE ULTIMATE IN COOPERATION 


UT of thinking along these lines came 

The Continental’s announcement, last 
October, of its “Service of Estate Analysis 
For Lawyers Only.” In the advertisement 
bearing this announcement, the pledge was 
made: “The Continental will not deal di- 
rectly with customers or prospects, who are 
not lawyers, in furnishing the service 
known as ‘Estate Analysis.’ ” 


Formulation of this exclusive service had 
been preceded by a letter to about two hun- 
dred lawyers, representing a cross-section 
of our mailing list. Reviewing briefly some 
of the problems involved in relations be- 
tween trust companies and members of the 
bar, it suggested, as a means of bringing 
the two groups closer together, that trust 
institutions might —or, more specifically, 
The Continental might—offer to perform 
the service of estate planning exclusively 
for and through lawyers. 


This parallel was drawn: that just as 
lawyers might utilize a title company for 
examination of titles, or one of several well- 
known service companies for the prepara- 
tion of certificates of incorporation, by- 
laws of incorporation minutes, and perform- 
ance of all the routine details of incorpora- 
tion, similarly lawyers might draw on the 
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facilities of the trust company for tax and 
insurance analysis, the study of balance 
sheets, investment research, and its practi- 
cal consideration of family needs and the 
means for their fulfillment. We asked for 
frank opinions and suggestions. 


The response was enthusiastic. The pains 
to which lawyers went to frame their re- 
plies was heartening. First, there were hon- 
est confessions of need. To quote but one: 

“Generally speaking, surprisingly few 
lawyers are sufficiently familiar with tax 
practice and with conservation of estates 

. . - It seems to me that the difficulty in 

giving clients proper advice has been the 

reluctance of attorneys to consult with 
specialists, and this certainly cannot be 
considered beneficial to clients.” 


There were constructive suggestions: for 
example, as to how we migh charge—yes, 
we proposed a charge for our service. 


WuyY By-PASS THE PROSPECT 


HERE was one letter which contained 

the most effective reply we could pos- 
sibly make to one question which loomed 
large in our minds and which was asked 
of me by many trustmen sympathetic to 
but honestly doubtful of the practicality of 
my plan. The question was: “How can you 
explain to the prospect your unwillingness 
to deal directly with him — throwing him, 
whether he chooses or not, into the hands of 
his attorney?” The letter was so important 
a contribution to our thinking that I will 
quote it in full: , 


“There is no doubt that the present prac- 
tice of some trust companies in offering 
‘Estate Planning’ directly to the public 
not only interferes with relations between 
attorney and client, but, in and of itself, 
sometimes results in a real disservice to the 
client. 

“In a recent case where I was brought in 
as counsel the estate planning which a 
trust company had made directly with the 
client, instead of through an attorney, was 
largely instrumental in costing the client’s 
estate a large sum in estate taxes. The Fed- 
eral tax authorities had taken the position 
that a million dollar irrevocable inter vivos 
trust created by the client many years be- 
fore his death had been made ‘in contempla- 
tion of death.’ The Trust Officer had made 
and preserved a written record of his con- 
versations with the client. It was produced 
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upon the trial by the Government as a 

memorandum to refresh the Trust Officer’s 

recollection in his testimony as evidence 
relative to the donor’s intent. 

“It contained extracts of the conversa- 
tions between the donor and the Trust Offi- 
cer relating to the client’s Will, his desire 
to escape income and estate taxes by the 
setting up of the trust, and estimates of 
the amount of income and estate taxes 
which would be avoided by the creation of 
the trust and by changes in his Will. 

“Of course an attorney would have been 
prohibited by law from disclosing such con- 
fidential communications from his client. 
But the Court held that the conversations 
with the Trust Officer, (even though he was 
a lawyer) were not privileged. 

“T would suggest for your consideration 
that in your thought of supplying to at- 
torneys a proposed form upon which the 
principal facts in a case are to be noted, 
it be emphasized that the identity of the 
client should not be disclosed by the at- 
torney.” 

The final suggestion was adopted to the 
extent of suggesting, in the form of data 
sheet we compiled, that alphabetic disguise 
be given the client if it were anticipated 
that tax considerations would figure import- 
antly in the planning. Or if for any other 
reason the lawyer wished not to reveal the 
identity of his client. 


ANALYSIS RATHER THAN PLANNING 


FURTHER thought came out of the 
t  heesne thoes that rather than call 
our service one of planning, we should de- 
scribe it as analysis. We, as the employee 
of the lawyer, would analyze the facts, re- 
port as to the applicable law, would venture 
to make suggestions. But the lawyer would 
do the planning. His the higher dignity. 
His, if you will, the practice of law—haven’t 
we really been infringing? 

Naturally, this contemplated a_long- 
range program of developing, among a 
sufficient number of lawyers to make the 
project worthwhile, a concept of the func- 
tion of estate planning as opposed to the 
traditional practice of merely writing down 
in the Will whatever the client instructs so 
long as the instruction flouts no law. In 
bur booklet, “The Continental’s New Serv- 

of Estate Analysis FOR LAWYERS 
)NLY,” we appealed to the instinct for 
elf-preservation. We asked: 


RIL 1948 


' 


! 
' 
' 
' 
! 
' 
i 
! 
' 
! 
! 
t 
' 
! 
' 
i 
i 
1 
' 
1 
i 
! 
1 
! 
1 
' 
! 
' 
1 
! 
! 
! 
t 
' 
' 
' 
! 
t 
' 
' 
! 
i 
' 
! 
! 
' 
! 
! 
' 
' 
! 
' 
! 
' 
! 
' 
{ 
! 
! 
! 
' 
t 
' 
' 
' 
' 
! 
' 
i] 
{ 
' 
' 
' 


¥ 


| 
é 


PARKE-BERNET 
GALLERIES - Ine 


30 EAST 57TH ST., NEW YORK 22 


Public Auction Sales 


Specialists in liquidating at pub- 

lic auction art, literary and other 

personal property for attorneys 
trust officers and executors 


Unsurpassed gallery facilities 
Skilled, experienced personnel 
Effective, efficient methods 


HIRAM H. PARKE, President 
Artruaur Swann, Lesuie A. HyaM, Vice Presidents 


Illustrated brochure available to trust 
officers and law firms on request 


APPRAISALS FOR TAX 
AND OTHER PURPOSES 


7 —— 
Set hh 


« u a & is fitha Sedna 
Ap Bt Ty Fo Fr 
Pepe GE Thalia 
‘ mi § Lsels Na <7 


fal Doty 


TRUST SERVICE 
EXCLUSIVELY 


Detroit Trust Company, with 
over forty years’ experience 
in every phase of trust busi- 
ness, is especially qualified 
to serve in any Situation re- 
quiring a Michigan fiduciary. 


DETROITTRUST (OMPANY 
201 W. FORT STREET Detroit, Michigan 


Executor - Custodian - Trustee - Registrar 
Transfer Agent - Trustee for Corporations 





ertising Pro- 
a very 


ponse + ° : 


* 


2 

et of the People Circular 
zed in our first 

Called for the boo 


We are &ratified, 


mailing 
klets, 


avertis~- 


We have aire 


f 
several pieces © 


pusin nis @ 


airectly t° % 
ing programe | 


There is no substitute for personal solici- 
tation in developing trust business. But a 
carefully planned advertising program 
can help. 


May we demonstrate how a reasonable 
investment can bring increasingly satis- 
factory results for your trust department? 


Write for complete information. 


“Is it enough, when a client instructs his 
lawyer to write his Will, for the lawyer 
simply to translate into correct legal phrase- 
ology the client’s instructions? .. . 

“Surely the best service to a client would 
be insistance on such disclosure of the 
client’s circumstances as would enable the 
client’s lawyer to advise him fully as to 
the consequences of his proposed testa- 
mentary action — just as the lawyer would 
insist on full disclosure in preparation of 
a case in litigation. ... When estates were 
relatively simple, Wills could be simple; and 
there was justification for the custom of* 
drawing Wills without charge, or for a 
nominal fee. But if a lawyer guides and 
supervises the immediate rearrangement of 
a client’s estate and prepares highly tech- 
nical documents which are the charters of 
its eventual disposition, and the predictable 
result is of value in terms of currently 
increased income, or enhanced security to 
the client’s dependents, surely the client 
will not expect to pay a merely nominal 
fee.” 


Our preaching would not end here. It 
would be followed by demonstrations of 
the results obtained in actual plans. We 
would sell and sell the plan, encouraged by 
the fact that forward-thinking lawyers 
were preparing the ground for us. In this 
respect, let me call your attention to the 
no-punch talk given by Stewart F. Hancock, 
of The Syracuse bar, before the Real Prop- 
erty Probate and Trust Law Section of 
the American Bar Association at its annual 
meeting last September, and reproduced in 
full in the October issue of Trusts and 
Estates. 


These remarks are necessarily inconclu- 
sive, since the plan I have advocated is too 
new for analysis, or even prediction, of 
results. I have run the gamut, at any rate, 
from the die-hardism of the salesman who 
will brook no obstacle to the true course of 
salesmanship, to what I, for one, consider 
a long-range (and in its early stages slow- 
paced, difficult and probably unprofitable) 
policy of bringing together the incorporated 
business of trusteeship and the profession 
of law in harmonious collaboration, based 
on the principle of “what is best’ for the 
prospect or client in the service of estate 
planning considered as a basis and prelude 
to the service of estate and trust admini- 
stration. 
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INSURANCE in ESTATE PLANNING 


A Trust Officer’s View 


THOMAS GRANT, JR. 
Asst. Trust Officer, Union Trust Company of, the District of Columbia 


HE role of insurance in estate plan- 
ine should be of vital interest to all 
trustmen as insurance is coming more and 
more to be the most usual, if not the only 
possible, way for the average person to 
create an estate. Recent surveys have 
shown that the great majority of business 
handled by trust companies in this country 
consists of the small and medium sized 
estates. Nor is there anything that would 
seem to indicate a change in this trend. 

Aside from the part which it plays in 
creating an estate, insurance also has a 
place in the planning of an estate which 
is already in existence. In this connection 
insurance may be used; first, to provide 
funds, either capital or income, directly 
for the benefit and use of the objects of the 
insured’s bounty; second for the protection 
of the other assets comprising the insured’s 
estate; and third, for a combination of the 
first two. 

Unfortunately, we and the insurance men 
have, in the past, been too prone to see 
only the one function with which we per- 
sonally were concerned. The trustman, im- 
bued with the idea of conservation of cor- 
pus, has usually been too quick to pass over 
the possibilities of option settlements, and 
insurance payable to named beneficiaries 
(particularly since ‘the 1942 Revenue Act). 
On the other hand, the underwriter, thor- 
oughly indoctrinated in the option settle- 
ments and their advantages, has been ready 
to overlook the greater benefits which may 
be derived from having the insurance paid 
to the estate. Through the efforts of Life 
Insurance Trust Councils and greater re- 
search into this field, however, both sides 
are coming to realize that they are not in 
competition with each other, that the inter- 
ests of themselves and their respective cus- 
tomers will best be served by cooperation, 
and that the circumstances of the customer 


Based on address at reunion of Graduate School of 
Banking Trust Majors, New York, March 20, 1948. 
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and his wishes will have to determine the 
proper function of insurance. 


Since the 1942 Revenue Act not only re- 
moved the chief tax advantages of insur- 
ance, but actually placed insurance at a 
disadvantage when compared with other 
kinds of property, the trustman’s conten- 
tion, that the insurance should be payable 
to the estate or in trust because the cost 
of so doing will not be material, has been 
somewhat strengthened. However, there 
still remain the inheritance tax savings 
available in many states and the savings 
in administration costs, plus the fact that 
it may be more advantageous for other 
reasons to make different arrangements for 
the disposition of the insurance. 


TWO QUESTIONS 


HERE are two main questions which 
must be answered before it can intelli- 
gently be decided as to the best method of 
arranging existing insurance or purchasing 
additional insurance. The first would be: 
“Is there sufficient liquidity in the estate 
without the insurance?” And second, ‘‘Who 
is, or are, the person or persons whom the 
insured wishes to benefit?” If the answer 
to the first question is no, then of course 
the insurance will have to be made available 
to the executor. Even in this event, how- 
ever, consideration should be given to the 
contracts themselves, and if they are old 
policies with high guaranteed interest rates 
or annuity payments, and the primary ob- 
ject of the insured’s bounty is the first or 
income beneficiary, it might be well to con- 
sider additional insurance for the purpose 
of liquidity. This would prevent the sacri- 
fice of the benefits contained in the old con- 
tracts which could not be duplicated under 
present conditions. In turn the purchase of 
the additional insurance would hinge on the 
ability. of the insured to pay for it. 
If the answer to the first question is 
“Yes”, then primary consideration should 
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be given to the wishes of the insured. If 
the principal purpose of the plan is to pro- 
tect his widow, and the secondary objects 
of his bounty are friends or distant rela- 
tives or charitable organizations, probably 
the insurance should be made payable to 
the widow, giving her the right to select 
the mode of settlement. By this means the 
widow could be assured of a certain amount 
of income each year as a basis for any 
adjustment she might have to make in her 
standard of living; and the balance of the 
estate, if sufficiently broad discretionary 
powers are given the trustee, can be used 
to provide additional income and principal 
for emergencies. 


If, however, the secondary beneficiaries 
occupy a high place in the wishes of the 
insured, for example his children, then it 
might be well to have the insurance pro- 
ceeds payable in a lump sum, possibly to a 
a trustee, giving the trustee wide latitude 
as to use of principal if necessary for the 
protection of the widow. This method 
would probably result in some reduction in 
spendable income available to the widow, 
but would avoid the dissipation of principal 
which the insured would wish to pass 
unimpaired to his children except to the 
extent that emergencies required the con- 
trary. 


CHARACTER OF BENEFICIARY 


acter and ability of the beneficiary like- 
ly to be. at the death of the insured?” The 
answer will determine not only the method 
of payment to be selected but also whether 
the insurance is to be trusteed. An insur- 
ance company is not a fiduciary but a party 
to a contract and is bound thereby. If a 
beneficiary of a policy is incapacitated, 
either legally, mentally, or physically, or 
does not possess sufficient experience, train- 
ing or interest to handle funds, there is 
nothing the insurance company can do ex- 
cept make distribution as provided in the 
policy to the beneficiary, or his duly ap- 
pointed guardian. If there is a chance that 
any of these conditions may exist it is de- 
sirable that the insurance be made payable 
to a trustee, either under will or agree- 
ment. By this arrangement the beneficiary 
is afforded the protection of the flexibility 


\ THIRD question is “What is the char- 
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and exercise of discretion which the insur- 
ance company is not prepared to give. 

Every man who has or expects to have 
children should make some provision for an 
insurance trust even though it is his wish, 
and properly so, that the insurance be pay- 
able to his wife. She may be killed with the 
insured in a common disaster, leaving mi- 
nor children surviving, in which event the 
appointment of a guardian, with its attend- 
ant disadvantages, delays and expense, must 
occur. It seems to me so much better to 
make provision that in the event the insur- 
ance becomes payable to minor children 
it is to be paid to the trustee under the 
will of the insured to be managed during 
the minority of the children. I have dis- 
cussed this with several insurance men and 
have not only enlisted their aid in talking 
to their customers but have convinced them 
of the need for such an arrangement with 
respect to their own affairs. 


PLANNING AT DEATH 


LL too often an estate is planned with- 
fe the assistance of a trustman and 
the first chance we get is when the insured 
is dead and we are advised that we are 
named in his will. If the will is rigid and 
the insurance options have been irrevocably 
exercised by the deceased, there is little 
we can do but hope for the best. 


Let us assume, however, that we were 
called in to assist in the planning, or even 
that a fine plan had been evolved without 
our assistance, but that the situation has 
changed and a certain amount of revision 
would be beneficial. For example, at the 
time of the planning the estate was consid- 
ered to be amply liquid. but it is now found 
that the degree of liquidity is not sufficient 
to prevent the possible sacrificial sale of 
some valuable assets. Under this set of 
facts, let us further suppose that the in- 
sured had made the insurance payable to 
the widow but had given her the right to 
determine the mode of settlement. It might 
prove greatly to the advantage of the wid- 
ow in such a situation to elect to receive 
all or at least a part of the insurance in a 
lump sum in order to protect the assets in 
the general estate through purchase or 
loan. 


Or let us suppose that the question of 
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liquidity of the estate is not involved, but 
that the insured in making his will, this 
time without our assistance, of course, 
neglected to provide for the payment of 
estate and inheritance taxes, so that under 
U. S. law and the laws of most of the states, 
the personal representative has the right to 
seek contribution from the insurance benefi- 
ciary for his or her share of death taxes. 
Such a condition might place the widow 
in a very embarrassing position in the 
event that the insured had irrevocably ex- 
ercised one of the installment modes of 
settlement, or in the event that she had 
proceeded to make the election without first 
consulting us. This situation can easily be 
avoided by having an estate planning ses- 
sion at the death of the insured for the 
purpose of ascertaining the best plan for 
the primary beneficiary of the deceased 
which is permitted by the will and contract 
of insurance. It is mainly for this purpose 
that the D. C. Life Insurance Trust Council 
is working out a statement of policy to 
guide insurance and trustmen in their con- 
duct upon the death of an insured. 
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AMERICAN NATIONAL BANK 
AND TRUST COMPANY OF CHICAGO eS 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


BUSINESS INSURANCE 


NE of the most common uses to which 
(iene is put in estate planning, 
and on which there is practically no con- 
flict between trustmen and underwriters, 
is insurance for business purposes. In this 
connection insurance and insurance trusts 
may be used for several purposes: the li- 
quidation of a business interest owned by 
the insured; the replacement in money of 
loss caused by the death of the insured ex- 
ecutive or keyman; and the strengthening 
of the business through the receipt of addi- 
tional capital. 

The most important of these reasons to 
the estate planner is the first. An insurance 
arrangement along these lines makes liquid 
what might ordinarily be a frozen asset, 
it provides the estate and beneficiaries of 
the business interest owner with a definite 
sum of money to be counted on come 
boom or bust, and it eliminates the problem 
of evaluating a closely held interest for 
estate and inheritance tax purposes, which 
often is an expensive procedure. 


When you need a fiduciary in 
Chicago, American National Bank and 
Trust Company stands ready to 
serve your requirements fully and 
efficiently. The experience and 
friendly co-operation of our Trust 
officers can help you achieve your 
purpose, for individuals, estates 
or corporations. You are cordially 
invited to call or write about any 
of our trust department services, 
or your own particular problem. 


Ss 
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Missouri’‘s 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It 
accepts no deposits. 


It administers more trust 
property than any other Mis- 
souri financial institution. 


It is the oldest trust com- 
pany in Missouri. 


For ancillary service in 
Missouri or Southwestern 
Illinois consult 


GIFTS OF INSURANCE 


HILE the use of insurance as prop 
erty to be given away has been con- 
siderably curtailed by the Revenue Act of 
1942, insurance may still be a tax-saving 
means of giving away property. For ex- 
ample a man may wish to relieve his son, 
who has a family and is getting started on 
his business career, from the responsibility 
and drain of providing adequate insurance 
for his family. The father may take out a 
policy on the life of the son, either single 
premium or otherwise, and give it to him. 
Or a gift of a single premium annuity 
may be made to a mother or father, or 
other aged relative or dependent, reliey- 
ing the general estate from the tax burden 
as well as the charge of the annuity. 


Or a policy may be given to a minor on 
the minor’s life which will mature at a 
sufficiently early age to be used for the 
education of the minor or to assist him or 
her in getting a start in life. 

Another tax savings can be effected when 
under the proper circumstances someone 
other than the insured takes out the policy 
and pays the premiums thereon, retaining 
all incidents of ownership in the contract. 
This may be done with the understanding, 
but no definite requirement, that the bene- 


TO ACT FOR YOU ficary-owner use the proceeds to purchase 


in assets from or loan money to the estate. 


One interesting question which has not 
CONNECTICUT 


vet been fully answered is “What consti- 
tutes an indirect payment by the insured?” 

Equipped by knowledge and ex- 

perience to act for you in any 


If a husband created a trust for his wife 
several years ago, the income from said 
fiduciary capacity, Connecticut's trust being taxable to her, does the use of 
oldest bank invites you to use its said income at a later date for the payment 
services whenever you desire a 
qualified representative in this 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 








of premiums for insurance on the life of 
the husband constitute a payment by the 
husband? I am inclined to think not. But 
state. if the trust was set up and insurance taken 
out immediately thereafter, I feel that both 
insurance and trust property would be 
taxed in the estate of the insured, and in 
addition probably the income would be 
taxed to him. 

We trustmen owe it to our customers, the 
public and ourselves to work closely with 
the insurance man in planning an estate 
and to keep our minds open to the use of 
the insurance in a way best calculated to 
acconiplish the purposes of the insured. 


Established 1792 


Resources over $130,000,000 


Hartford National 
Bank & Trust Co. 


HARTFORD, CONNECTICUT 
Member Federal Deposit Insurance Corp. 
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The Armor-Clad 
Egg Beater... 


Ever wonder why stainless steel products, such 
as this egg beater, stay bright and new-looking for 
years and years? 

The reason is that stainless steel is protected by 
an armor of metallic oxide, which is usually so thin 
that you can’t even see it. This armor isn’t plated 
on or applied as a coating. It is always present, 
because when it is scratched or broken, it repairs 
itself within one-hundredth of a second! 

That’s why stainless steel is the favored material 
today for almost anything that demands enduring 
beauty of finish, sturdy strength and long-run 
economy. 

United States Steel has played an important part 
in the development of this “glamor boy” of the steel 
industry. And in the future, United States Steel will 
continue to produce stainless steel of high quality 
at the lowest possible cost. 

When you see the familiar U-S-:S Symbol on 
stainless steel, or on any other kind of steel, you 
can be sure the steel is good. 


United States Steel Corporation Subsidiaries 


UNILTED STATES STEERS 


\PRIL 1948 





THE “POPULAR” TRUST FUND 


Editorial 


F the combination of terms “popular” 
Wa “trust fund” seem surprising, it is 
merely a reflection on the exclusiveness of 
the past and a promise of the expansive- 
ness of the future. The so-called Common 
Trust Fund has proved itself through de- 
pression, recession, war, reconversion, and 
is now on trial in a period of aggravated 
inflation. 


The fact that it has not been unscathed 
by the recent depression of market prices 
and the contemporary era of low investment 
yields cannot stop its development — for 
where else have we seen evidence of in- 
violable values? Could funds of less than 
$50,000 have been better and more eco- 
nomically invested separately? 

The record of common trust funds which 
have been in existence for the past decade 
testifies to the basic advantages claimed by 
the proponents; particularly the diversity 
of risk and opportunity, the value of con- 
centrated observation and the resultant fa- 
cility and economy of administration. Op- 
erated in accordance with true trust prin- 
ciples, under the rule of prudence, such 
funds allow a combination of the two classic 
aphorisms: 


1. Put your eggs in separate baskets, so 
an accident will not bring ruin to all 


2. Put your eggs in one basket — and 
watch that basket like a hawk 


for the -common trust fund provides one 


basket in which each egg can be watched.- 


Most recent national commentary on the 
record of Common Trust Funds was made 
at the recent Mid-Winter Trust Conference 
by Carl Fenninger of Provident Trust Com- 
pany of Philadelphia, remarked the consen- 
sus of those best qualified to speak—the op- 
erators of said funds—that they had prov- 
en themselves of mutual benefit to trust 
beneficiaries and trustees. 

In tracing the historical development of 
the common trust fund concept, Mr. Fen- 
ninger did not go back to the pioneers of the 
idea who pressed forward against entrench- 
ed tradition and law as well as mechanical 
difficulties. For the record we wish to add 
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editorial tribute to those who championed 
the cause before it was popular. 


The first public outline for such a method 
of investment came from an Iowa attorney, 
R. H. Burton-Smith, whose article “The 
Uniform Trust for Private Uses” first ap- 
peared in the December 1926 issue of Trust 
Companies Magazine (former title of 
Trusts and Estates). Although official bank- 
ing circles publicly adjured the idea which 
was raised at the Mid-Continent Trust Con- 
ference in September 1927, the magazine 
subsequently secured the record of accomp- 
lishment of what is probably the pioneer 
common trust fund of them all, and in 
April 1928 published the article by J. W. 
MacDonald, Public Trustee of New Zealand, 
under the title “Operating a Common Fund 
for Trust Investments.” This fund had 
been in operation since 1894. 


INCE the common trust fund appears 
Si: be the best answer to the need for 
effective and economical trusteeship for the 
majority of trust accounts, it is imperative 
that a uniform terminology be used. The 
trust business is already suffering from an 
over-technical or varied terminology for its 
services, as in the investment management 
or managed agency account. Here are the 
varied names by which such funds are now 
presented to the public: Collective, Com- 
mon, Composite, Commingled, Diversified, 
Mutual, Participating and Uniform. The 
word “common” has been criticized as inti- 
mating investment only in common stocks, 
or as being ordinary. Webster defines the 
word as: “belonging to all of a group,” he 
also adds: “ordinary; coarse.” 

To say that a rose by any other name 
will smell as sweet is a shirking answer. 
It presupposes curiosity enough to over- 
come inertia or distaste for a label. It is 
difficult enough to sell an intangible like 
trust protection without adding the confus- 
ion of varying names. The common trust 
fund has proven its ability to accomplish 
benefits to all parties. It provides a major 
avenue to far wider service by corporate 
fiduciaries. 
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CUSTOMER RELATIONS: GOOD and. BAD 


PHILIP K. BARKER 
Vice President, Granite Trust Company, Quincy, Mass. 


T has frequently been said that 90% to 
Lesa of the contacts of all customers of 
banks are with tellers and bank employees 
rather than with officers. Therefore, it is 
necessary to initiate any customer relations 
program by adequately training all contact 
employees, particularly tellers, bank guards, 
information desk attendants and those who 
serve at the new account desks. 

An Information Desk serves several pur- 
poses: it makes a very favorable impression 
on strangers, and conserves the time of both 
customer and officer. In smaller banks the 
attendant may also keep track of the where- 
abouts of officers and answer their tele- 
phones when they are away from their 
desks. It also avoids having a customer 
wait to see one officer only to find that it 
is necessary to refer the customer to a diff- 
erent officer where he will have to wait once 
more. A few important rules to consider 
are that the attendant shall be alert, shall 
not wait for the stranger to approach and 
shall rise to answer questions. 

A New Account Desk seems to extend 
more courtesy to the depositor than a New 
Account Window and makes it easier for 
him to fill out signature cards and other 
required forms. Equally important, the 
desk affords an opportunity to get additional 
information indirectly for the bank’s rec- 
ords and to sell other services of the bank. 


To me a Bank Guard’s duties are only 
10% protection but 90% customer relations. 
Guards should be trained to learn depositors 
names and to greet them by name. 


How TO MURDER ACCOUNTS 


ANK officers as well as employers are 
guilty of murdering accounts, and when 
they are guilty it frequently involves much 
more substantial accounts and accounts of 
individuals who are in a position to influ- 
ence the closings of other substantial ac- 
counts. 
A friend of mine has a successful busi- 
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ness in Boston. He banked with a large 
Boston bank and all his dealings were with 
a nearby branch. A few months ago he 
visited the Branch Manager to tell him of 
the conditions of his business and to dem- 
onstrate the need for a loan of $5,000 for 
six months. He spent an hour with the 
Branch Manager and took what he consid- 
ered a lot of abuse, including a, lengthy 
lecture on how he should run his business. 
He lost all desire to borrow from that bank 
and was about to arrange for a substantial 
increase in the mortgage on his residence 
to put cash into his business. 


He talked with one of our loaning officers 
before he took that step. As a result we 
loaned him $10,000 which was used to open 
an account with our bank. We became inter- 
ested in his problems and, incidentally, 
found that the building occupied by his 
business was to be put on the market. We 
helped him finance the purchase and ob- 
tained a desirable mortgage. 


We found that he had been working for 
years on an invention and was ready for 
final testing and production. We put him in 
touch with two of our depositors, who were 
in a position to manufacture the article. 
They are to produce several hundred thous- 
and of these items for which there is a 
ready market. My friend opened a substan- 
tial commercial account for the new subsid- 
iary firm. There is a tremendous field for 
building good-will by introducing customers 
of our bank to certain other customers 
for their mutual advantage. 


Each bank has its own way of handling 
complaints. One bank has a Record of Com- 
plaint form which every officer and employee 
is instructed to fill out whenever he hears 
a complaint against the bank. These are 
typed and routed among the officers. This 
procedure provides an opportunity to review 
the cause and avoid a repetition. 


KEEPING KNOWLEDGE AND FRIENDS 


OME banks take good customers to ball 
games, hockey games and other events. 
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Some invite customers to get better ac- 
quainted with the officers. Some have a 
definite program of calls. 


One: serious problem is the turnover in 
officers. When an officer of the bank has 
established a close relationship, what hap- 
pens if that bank officer dies, retires or 
leaves to accept another position? If all 
the information about the customer (ex- 
cept from credit files) is lost to the bank, 
it is left in an unfortunate position. One 
bank has been particularly successful in 
keeping its officers informed and even 
making it possible for successor officers to 
carry on a customer relationship because of 
a transcribed history. 

The first part of this program is an In- 
terview Sheet. Each officer and contact de- 
partment head is expected to fill out a re- 
port daily of interviews with depositors 
and prospects. By consulting the pages of 
these loose-leaf Information Books, an 
officer may obtain valuable background in- 
formation of previous contacts. We should 
give careful thought to the printed matter 
which goes to depositors. A joint announce- 
ment of all of the commercial banks in one 
city was used to explain their service 
charge schedules. As I read it, I could not 
help but feel that the checking account cus- 
tomer who read it would get the impression 
that the banks of that city were “ganging 
up” on their depositors. The announcement 
was far from tactful. 


LooK AT FORMS AND FILES 


T would be interesting to know how many 
banks have reviewed, from a public rela- 
tions standpoint, all of their business forms, 


If You Have a 


TRUST PROBLEM 
In Los Angeles, Call 


**The Bank of Personal Service’ 


UNION BANK 
& TRUST CO. OF LOS ANGELES 


8th & Hill Streets 
“We Have No Branches” 


Telephone: TRINITY 5411 Cable Address: UNIONBANK 


their form letters and part of their corre- 
spondence going out to customers. No forms 
are now reordered or new forms prepared 
in our bank without a check-up from a 
public relations angle. 


Closely related is the reviewing of the 
bank’s procedures in handling various re- 
quests and loan applications. Do all depart- 
ments of your bank give service of which 
you are proud? What is the procedure in 
your bank for turning down an applicant 
for a personal loan? For a mortgage loan? 
Is the mortgage loan applicant kept waiting 
for 10 days or two weeks for a decision 
only to receive an untactful letter? A good 
Central File plays an important role in 
making it easier to follow the instructions 
of our customers concerning mailing ad- 
dresses and confidential relationships. It 
enables officers to check very quickly all 
contacts, present and past. 


In the smaller communities another action 
that will build stronger friendships is to 
have someone check the local newspapers 
each day, marking the sections of the paper 
that have reference to any depositors of the 
bank. As a result officers are able to send 
get-well cards to customers in hospitals and 
letters of congratulations when deposit- 
ors receive honors and promotions. We 
have a routing slip attached to the news- 
paper on which we make a record of what 
cards and letters are to be sent. 


Adoption within our banks of the slogan 
“KNOW YOUR CUSTOMER?” would be a 
constant reminder of some of the things 
that we can do to bring about improved 
customer relations. 


FIDELITY TRUST COMPANY 


PITTSBURGH 
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EXPLAIN ACTIONS to PUBLIC 


ROBERT LINDQUIST 
Vice President, La Salle National Bank, Chicago; 
President, Financial Public Relations Assn. 


DVERTISING, publicity, business de- 
ae personnel have too often 
been carried on without correlation, dele- 
gated to subordinates who had no part 
in establishing bank: policies. They rather 
had the job of “window dressing,” of paint- 
ing a pretty picture for the public of a 
bank which, underneath the polish, was 
very possibly a reactionary institution ut- 
terly oblivious of changing public opinion, 
of the needs for new forms of banking 
services, and of the new types of competi- 
tion. 

More and more bankers realize that pub- 
lic relations is a major management func- 
tion. Its direction must be in the hands of 
those who are fully conscious of the import- 
ance of a two-way line of communication 
between top management and the public. 


As we draw closer to the inevitable pe- 
riod of economic adjustment in our country, 
our banks are rightfully adopting an atti- 
tude of caution, of shortening positions in 
both loans and investments, of looking more 
closely at credit applications. Danger lies 
in taking such steps entirely without re- 
gard for the public reaction. What about 
our obligation to the people to serve as 
their financial adviser and source of bank- 
ing services? The business man, too, is 
confused and worried about what is ahead. 
Because we may have to say “No” to his 
loan request, let us not run away from him. 


ARBITRARY — OR EXPLANATORY? 


ORE than ever before, bankers today 
E must be courageous in projecting 
themselves into their communities in the 
role of interpreter of economic trends as 
related to financial needs. 


We must not hide from customers or 
apologize for our actions. Let us continue 
to invite the public to come to us, and offer 
aid in the light of what is best for the 
customer within the limits of sound bank- 
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ing. Let us be careful not to spread the 
feeling that banks are raising rates to dis- 
courage borrowing, that banks are no long- 
er interested in talking to people about their 
credit problems. 

There is already some indication that 
many banks are greatly curtailing consumer 
credit. To have the attitude that install- 
ment loans are “too much trouble,” now 
that we are holding our loan totals down, 
is inexcusable. Banks too often have been 
accused of being “fair weather” lenders. 
Nothing has been more valuable to banks 
in the development of widespread public 
goodwill than their entrance into this field 
of service to the “little fellow,” and to with- 
draw now from consumer lending would 
indeed deal a body blow to the cause of 
bank public relations. 

Increasing interest rates on loans and in- 
creasing service charges are already being 
put into effect. To announce them to cus- 
tomers in a perfunctory manner, with a 
formal notice such as “You are hereby noti- 
fied that, effective April 1, you will be 
charged ”, will bring inevitable re- 
sentment and tear down the friendly cus- 
tomer relationships built up over the years. 
Let us again tie in public relations with 
management through telling our customers 
and the public the reason for the changes, 
point out the value and economy of our 
services even in the light of increased 
charges. 


GOODWILL AND BALLOT BOXES 


ONG-range political and economic 

trends are moving banks inexorably to- 
ward government domination and ultimate 
ownership unless banks everywhere realize 
the vital importance of keeping close to 
people—not only those who come into our 
banks, but those who walk by our doors as 
well. 


We bankers have long looked at the good- 
will item on the statements of our custom- 
ers, appraising it carefully on the basis of 
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sound public acceptance and preference for 
the customer’s product. In our business of 
banking, we seldom give thought to our 
own asset of goodwill. It cannot be shown 
in dollars on our statement because it is 
based on the confidence and trust of people. 
But this is all the more reason why we must 
zealously guard and nurture our relations 
with the public. 


If banking is known as serving only big 
business—if it blows hot and cold on loans 
to individuals—if it leaves the encourage- 
ment and implementing of thrift to other 
institutions—if it exhibits little concern 
for the banking needs of all the people, then 
banking cannot hope to have the support of 
the people in the only place in which the 
dangers facing us can be finally resolved— 
the ballot boxes of the nation! 


PHILADELPHIA LIFE INSURANCE AND TRUST 
CoUNCIL, at its dinner meeting on April 1, 
presented to its members and guests General 
William J. Donovan, former Director of OSS 
and presently a New York Attorney, in a talk 
on “Intelligence — Where Do We Stand?” 


MEREDITH GALLERIES 


16 East 52ND STREE1I 
NEW YORK 22, N. Y. 
PLaza 3-0572 
SALES AT PUBLIC AUCTION 
FOR ESTATES OR INDIVIDUALS 


ANTIQUES, FURNITURE, 
FURNISHINGS, PORCE- 
LAINS, PAINTINGS, RUGS, 
SILVER, JEWELRY, etc. 


LITERARY PROPERTIES. 
ACCEPTED APPRAISERS 
FOR INHERITANCE TAX, 
INSURANCE, etc. 


Bank References Upon Request 


Under the Personal Supervision of 
Mr. BRADLEY DELEHANTY & 
Mr. STANLEY SOLON 


FPRA Public. Relations School 


THE Boarp oF Directors of the Financial Pub 
lic Relations Association, at their March meet- 
ing in Cincinnati, voted to establish a School 
of Public Relations to be held at Northwestern 
University, Chicago, Illinois, August 16 to 28 
this year. This will be the first two week 
session of the three year course. 

While enrollments will be limited at this 
first school, arrangements may later be made 
to include representatives from all member 
banks wishing to enroll, according to Robert 
Lindquist of La Salle National Bank, Chicago, 
president of F.P.R.A. 

. 
SCHOOL FOR TRUST DEVELOPMENT MEN, spon- 
sored by the Trust Division of the [Illinois 
Bankers Association, will open its third annual 
session on September 13, at Northwestern Uni- 
versity. Inquiry from out-of-town institutions 
has resulted in broadening the sponsorship 
which was originally open only to junior offi- 
cers and employees of Chicago banks. 

e 
MILWAUKEE LIFE INSURANCE TRUST COUNCIL, 
at a dinner held on April 5, heard an address 
by Nathaniel H. Seefurth on “Some Observa- 
tions on Pension and Profit-Sharing Plans.” 
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SMALL BANK PUBLIC RELATIONS 


Canadian Trust Company Doubles Assets 
Through Aggressive Program 


goes ahead or goes back—you can- 
not develop a business without informing 
the public what you do. I would attribute 
most of the progress of our company to 
planned advertising and public relations,” 
stated Mr. O. E. Manning, vice president 
and general manager of the Grey & Bruce 
Trust and Savings Co., Owen Sound, Ont. 
in his address at the annual shareholders’ 
meeting. This Canadian trust company has 
pursued an aggressive and wide public re- 
lations program, and made it pay off hand- 
somely. 


“N O business stands still—it either 


The company’s main office is located in 
Owen Sound, population 16,000, and main- 
tains a branch at Peterborough with 35,000 
inhabitants. Over the past eight years, 
these communities have shown moderate 
growth in population and economic activ- 
ity, but Grey & Bruce has mushroomed. 
While the assets under the administration 
of the twenty-six Ontario trust companies 
increased 19% over the past eight years, 
Grey & Bruce jumped 237%. The net prof- 
its of the group increased 22%; this com- 
pany’s net rose 47%. The return on invest- 
ed capital increased 47% compared with a 
9% rise for the rest of the group over the 
same period. 


How Is IT DONE? 


OR some time this trust company has 

been holding small meetings or forums 
for discussing estate and tax problems 
with key business and professional men in 
the community. It was found that the pub- 
lic was very interested in the subject of 
inheritance taxes and general estate in- 
formation. The question periods at the end 
of each meeting proved so popular that the 
discussion chairman faced a real problem 
holding the time down to an hour and a 
half and still giving each question a hear- 
ing and discussion. These forums have re- 
sulted in a number of appointments which 
the bank’s officers consider of value to the 
institution. 
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Local bar relations have been strength- 
ened at dinner meetings where one of the 
trust officers discusses the various prob- 
lems of estate administration. Some of 
these talks have been printed and distrib- 
uted at the request of lawyers in the coun- 
ty. 

The annual statement was put in simple 
layman’s language and run in full page 
spreads in local papers; 5,000 copies were 
distributed as a direct-mail piece. The ads 
explained that “this is your statement. 
$513,289 is loaned to home owners in Owen 
Sound and over $300,000 has been distrib- 
uted to the community in interest, divi- 
dends and for services and taxes, and so 
we repeat that this is your statement. The 
Company’s progress is a reflection of the 
progress of the community.” 


STOCKHOLDERS REPORT 


R. MANNING devoted a large part of 

his address to the stockholders to ex- 
plaining the company’s advertising and 
public relations programs, and their value. 
He listed, among the different parts of the 
overall promotion program: 

1. Penny Savings System established 
throughout the schools in Owen Sound and 
Peterborough, not primarily for the 
amount of the deposit, but to create early 
thrift habits and the resultant goodwill 
among children and parents. 


2. Literature distributed included: a 
farm budget book, attractive baby books to 
new mothers, children’s story books in full 
color, and booklets on various investment 
plans, intestate succession, and estate ad- 
ministration. 


3. Radio advertising has been consis- 
tent. In addition to a daily one minute spot 
announcement, the bank has been sponsor- 
ing a sports newscast to reach an audience 
who are not in the habit of reading trust 
advertisements. In cooperation with 27 
music teachers in the town, the most out- 
standing pupil in vocal and piano is heard 
on the air through the sponsorship of 
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the bank. At the end of term periods, the 
best student heard is given a scholarship. 
During the month before Christmas 15 
minute programs of children’s fairy stor- 
ies were coordinated with the distribution 
of the colored story books. 


4. A Fish Derby is held the first three 
days of July each year at local lakes under 


‘the aegis of the bank. An unusual amount 


of front page space publicity has resulted, 
and a sportsman market generally unaf- 
fected by other trust advertising has been 
tapped. 


5. A program has been inaugurated 
whereby maturing War Savings Certifi- 
cates are automatically invested in month- 
ly Savings Certificates of the bank. 


Stockholders also got a direct appeal for 
their own executorships when Mr. Man- 
ning told them that “One of the main 
things a trust company has to sell is its 
services. It is a specialized business and 
requires a trained personnel. I wonder how 
many shareholders have appointed the 
Grey & Bruce Trust as their executor? One 
of the most difficult hurdles we have to 
overcome is the detrimental publicity re- 
ceived when a shareholder or Director ap- 
points an outside executor. The sharehold- 
ers and directors have a wonderful oppor- 
tunity as ambassadors of good-will, to fur- 
ther develop business for their own Com- 
pany and with your earnest co-operation 
this Company will go forward.” 


Grey & Bruce Trust’s public relations 
program is unusual in that it frequently 
experiments with projects not ordinarily 
touched by trust promotion, and in that it 
has been extremely successful in develop- 
ing business at a rate far in excess of the 
communities’ population and _ industrial 
growth. This program is not, built on occa- 
sional stunts and publicity, but on sound 
planning and cooperation from the top 
down. 


TRUST DEPARTMENTS of five banks, according 
to the Washington Supervisor of Banking, re- 
port an increase in personal trust funds from 
$25,273,768 on December 31, 1946, to $26,545,- 
752 on the same day in 1947. Trust Department 
gross operating earnings for 1947 were 
$134,688. 
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THE INTEREST RATE PROSPECT 


Success of Government’s Policy Seen and Cooperation Urged 


BEARDSLEY RUML 
Chairman, R. H. Macy & Co. Inc., New York 


ODAY, one of the great issues in the 

management of the public debt is thé 
question of the rate of interest on long 
term Government securities. It seems to me 
that there are six principal subjects on 
which it is necessary to have an opinion 
if one is going to come to a conclusion as 
to long term interest rates. These six sub- 
jects are listed in the form of questions 
and then discussed separately. 


The first question is, “Can there be such 
a thing as a “natural” long term interest 
rate?” 

Some people seem to feel that in general 
whatever is “natural” is intrinsically good 
and that whatever is “artificial” is intrin- 
sically bad. In the economic field there is 
much that is artificial and that is at the 
same time generally accepted as desirable. 
The use of money as a medium of exchange 
instead of the use of barter is certainly 
artificial; the power to re-discount paper 
at the central banks is artificial; the pro- 
hibition against paying interest on demand 
deposits is “against nature,” as we have 
discovered from time to time. 

A “natural” interest rate could exist only 
after fundamental changes in our monetary 
and banking institutions, changes that 
would have unpredictable consequences in 
our business, political and international ar- 
rangements. Accordingly it is sensible to 
dismiss the possibility of a “natural” inter- 
est rate as unrealistic, and to accept the 
fact that we will continue to have an arti- 
ficial interest rate, controlled within limits 
determined by the purposes and powers of 
the public agencies that have been created 
for handling our fiscal, monetary and credit 
policies. 


PURPOSE AND POLICY 


HAT then are the purposes and pow- 
ers of the appropriate public agencies 
vhich have to do with the problem of the 


Excerpts from address at the General Membership Meet- 
1g of the Washington Board of Trade, March 16. 
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long term interest rate? This brings us 
to our second question, “What statements 
have been made by Public authorities on 
the subject; and how important are these 
statements ?” 


It is possible to take from the statements 
made in recent weeks by President Tru- 
man, the Secretary of the Treasury, the 
chairman of the Federal Reserve Board 
and the president of the Federal Reserve 
Bank of New York, material bearing direct- 
ly on the policies which are intended by 
the Government and on the reasons why 
they have been adopted. 


President Truman, in his Economic Re- 
port to the Congress, released January 14, 
1948 included a number of highly signifi- 
cant statements on long term interest pol- 
icy. One was: “The new bond buyers and 
millions of loyal Americans who enabled 
their country to finance the war are assured 
that the power which their Government 
possesses to maintain the value of their 
bonds will be exercised where necessary.” 


The most explicit statements on policy 
by the Secretary of the Treasury are to 
be found in a verbatim transcript of a 
press conference held by the Secretary on 
January 22, 1948,.reported in the January 
24, 1948 issue of the Goldsmith Washington 
Service, United States Government Securi- 
ties Bulletin. The following direct extracts 
of the transcript from this Bulletin are 
presented to give the Secretary’s attitude. 


“Question: Mr. Secretary, on the Gov- 
ernment bond market again, there is con- 
siderable feeling among some bankers that 
it would be a healthy thing in the anti-infla- 
tion drive to let them drop below par. The 
President’s Economic Report seemed to in- 
dicate a subtle view to keep them at par. 


Answer: We have no intention of having 
them go below par in our thinking today. 


Q: You carefully qualify that with “in 
our thinking today.” 





A: Leave that off, then, if you want to. 


Q: You said you have no intention of 
having them go below par? 

A: That is right. 

The chairman of the Board of Govern- 
ors of the Federal Reserve System, Mar- 
riner Eccles, on November 25, 1947, in a 
statement before the Joint Committee on 
the Economic Report and on December 8, 
1947, before the House Banking and Cur- 
rency Committee discussed Federal Reserve 
Policy. One significant statement was: 


“Under present and prospective condi- 
tions, it is not only desirable but essential 
‘that the established 2% per cent rate on 
long term marketable Government securi- 
ties be maintained.” 


The views of Allan Sproul, president of 
the Federal Reserve Bank of New York, 
are of particular interest at this time. I 
have selected the following direct quota- 
tions from his remarks at the Mid-Winter 
meeting of the New York State Bankers 
Association on January 26, 1948. ‘“‘We have 
a responsibility for maintaining general 
stability in the market for Government 
securities which cannot be shirked.” “A 


rise in interest rates to the extent necessary 
to have an appreciable effect on borrowers 
would threaten the entire structure of in- 


terest rates and Government security 
prices and could not be countenanced.” 


These then are the expressions of high 
authority as to intent of policy and as to 
the reason for policy. The expressions differ 
in emphasis, restraint, and specificity, and 
there might be much discussion and differ- 
ence of opinion as to the significance of 
this, that or the other phrasing. Yet the 
broad picture stands out clearly,—unanim- 
ity as to basic policy objectives on the part 
of the President, the Secretary of the 
Treasury, the chairman of the Federal 
Reserve Board and the president of the 
New York Federal Reserve Bank, together 
with determination to use the fiscal and 
monetary powers of the federal Govern- 
ment to attain these policy objectives. 


INTENT AND POWERS 


AVING come to some conclusion as to 
what is really the intent of public 
policy with respect to support of the Gov- 


328 


ernment bond market, “What are the pow- 
ers of Governmental authority in the appli- 
cation of a support policy and what are the 
practical limitations of these powers?” 
Many people may be willing to concede 
that the Government has a support policy 
which is sincere, not too vague, and con- 
curred in by the several agencies involved. 
But, nevertheless, from a practical point 
of view they believe that the policy is too 
ambitious and that the powers of the Gov- 
ernment are not sufficient to give the policy 
realistic implementation. 


The support policy hinges on one simple 
action on the part of the Federal Reserve, 
namely, to buy Federal securities at a price 
set by the Federal Reserve in quantities 
offered by the public. There are four fact- 
ors, perhaps more, that affect the power 
of the System to implement a support pol- 
icy. These are, first, the legal limitations, 
second, economic considerations, third, co- 
operative programs of private institutions, 
and fourth, the confidence of the financial 
community in the sincerity, desirability and 
practicability of the support policy. 


First, the legal limitations on the support 
policy. Under present law, reserve require- 
ments will permit a net addition to hold- 
ings by the Federal Reserve Banks of Gov- 
ernment securities in the amount of some 
43 billion dollars. This is about two thirds 
of the marketable long term debt outstand- 
ing, and its retirement would reduce by 
nearly one billion dollars the annual income 
paid by the Government to the holders of 
long term debt. Although it is hardly con- 
ceivable that the present legal limitation 
would be restrictive, nevertheless, if this 
should prove to be the case, a change in 
reserve requirements by action of Congress 
would permit the entire privately owned 
marketable public debt, when, as and if 
offered, to be purchased by the Federal Re- 
serve. It can be taken for granted that the 
legal powers will be provided to permit the 
Federal Reserve to purchase the entire pub- 
lic debt if it becomes agreed public policy 
for it to be able to do so. 

The economic limitations on the power 
of the authorities to carry out a. support 
policy are more difficult to appraise. These 
limitations arise from the fact that the 
support policy, involving the purchase of 
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Government securities when and as offered, 
limits and indeed may restrict seriously 
the familiar powers of the Federal Reserve 
System to use open market operations for 
general credit contraction. In other words, 
the support policy removes from the Gov- 
ernment one of its powerful instruments of 
credit control and therefore limits its abil- 
ity to fight inflation. 

If the authorities have deliberately limit- 
ed their powers to bring about deflation 
through open market operations, have they 
at the same time opened the door to be- 
coming an affirmative factor for inflation? 
Not necessarily so, and probably not. 

First, of all, the Federal Reserve in buy- 
ing long bonds does not add to available 
credit potentials so long as the Treasury is 
able to redeem Government securities on 
its own account. The redemption of Govern- 
ment securities depends on having a Treas- 
ury surplus, a surplus in the consolidated 
cash budget which includes the net income 
of social security trust funds. There have 
been no proposals for tax reduction that 
would jeopardize a surplus in the consoli- 
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dated cash at present levels of national in- 
come. It is evident that if tax reduction 
does not go beyond measures presently pro- 
posed, and as long as there are inflationary 
pressures, the Treasury will have a surplus 
available for the redemption of securities. 
And if inflationary pressures disappear, 
the official support policy offers no problem 
on economic grounds. 

The fourth factor affecting the power of 
the Federal Reserve System to implement 
a support policy is the psychological, the 
confidence on the part of the market that 
the support policy will be successful. On 
this factor, there is little confidence that 
the policy will succeed or in fact that it 
can succeed. 

The authorities are surprised by this 
lack of confidence, surprised by the fact 
that the caution in their expressions of 
assurance has been interpreted as protective 
insurance against uncertainties undisclosed. 
However the authorities can safely be pati- 
ent. How long did it take to establish con- 
fidence in the pattern of rates? About two 
years. And once confidence is established 
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in the support policy, it is a simple exercise 
in arithmetic to prove that the Federal Re- 
serve will rarely have to buy a long term 
bond at par as long as short term rates 
are lower than long term rates. All of 
which means that the struggle for control 
will then, if ever, take place in the short 
term and intermediate market where the 
monetary powers of the Federal Reserve 
can be more independently applied. 


REASONS: LONG TERM OR SHORT TERM? 


46 HAT purposes are intended to be 
\\) served by existing policy, and are 
these long term or short term purposes?” 
There seem to be three main purposes 
for the support policy. 

The first is to insure the orderly refund- 
ing and refinancing of the federal debt at 
reasonable and predictable cost to the tax- 
payer. Included is the development of sta- 
bility of price and rate as the basis for 
long continuing savings bond sales pro- 
grams to be adequate for any emergency. 

The second reason to provide a certain 
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measure of equity for the citizens and insti- 
tutions that purchased Government securi- 
ties at par. 

The third reason is to give more stabil- 
ity to the rates of interest for private capi- 
tal and thereby to contribute to the confi- 
dence of business planning. 


SOME OBJECTIONS 


66 HAT are the objections to the sup- 

\\) port policy?” The most frequent 
objection that one hears is that it is ‘again 
nature.’ A more sophisticated objection is 
that the centrolled low rate on long term 
Governments limits the amount of private 
capital available for risky investment. Such 
controls mean generally lower yields on 
senior securities than might otherwise be 
the case, and the investor will not buy a 
security on which he knows he is taking a 
chance at prevailing yields, preferring to 
keep his cash idle rather than risk a capi- 
tal loss. As a result the institutional invest- 
or replaces the private individual in the 
capital markets and the needs for equity 
capital at reasonable rates cannot be met. 
There may be something to this argument, 
but there are so many more important rea- 
sons for the scarcity of risk capital, such 
as excessively high income taxes and 
double taxation of corporate income, that 
the harmful effect of the support policy can 
hardly be decisive, if indeed, it is harmful 
at all. The opposite position might be taken, 
namely that the support policy increases 
the availability of capital for business in 
that it eliminates the risks of severe 
changes in long term money costs. 

The support policy is also criticised by 
institutional investors who'desire a larger 
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income on their capital funds and who are 
not concerned about market prices on the 
securities they already own. However, the 
policy does not prevent the yield on private 
securities from fanning out above support 
levels and the institutions may well search 
for higher yields in the private market as 
new funds are put at their disposal. 


WHAT OF PRIVATE SECURITIES? 


66 HAT factors determine the rela- 
\\) tion between the interest rate on 
long term taxable federal obligations and 
that on private securities?” The support 
policy, though not rigidly fixing the long 
term rate for private securities, does never- 
theless provide a limitation on too wide a 
departure from long term stability. This 
influence of the support will be felt in 
sharply decreasing measure as securities 
of greater and greater inherent risk are 
considered for purchase by investors. 


* * * 


It is my opinion that a “natural” long 
term rate of interest for long term Gov- 
ernment securities is unthinkable, and ac- 
cordingly that a purely “natural” rate of 
interest for any securities is impossible as 
well. 

As far as the authorities are concerned I 
believe that there is a consensus that long 
term interest rates on Government bonds 
should be kept low and steady, that long 
term bonds will be purchased by the Federal 
Reserve to attain this purpose, even though 
full powers of credit control by open mar- 
ket operations may be limited for an in- 
definite period. 

As for the price at which support will 
be maintained, I would expect support to be 


continued at or about par indefinitely, both 
in time and in amount. I think that a sharp 
break or a long slow retreat from par to 
85, 90, or even to 95 is not in the picture. 
If the Reserve should decide to set a pen- 
alty price slightly below par, say at 99%, 
—well, a retailer would still call that par. 
Such action might conceivably be taken if 
bonds are offered in very large quantities 
and it is felt that the seller should be re- 
quired to show a loss on his books in order 
to get the advantage of a support price. 

The reasons for the support program 
seem to me to be good reasons, good long 
term reasons. They justify cooperation 
with the fiscal authorities, by banks, by 
businessmen and by the public generally. 
Through such cooperation, we will be con- 
tributing to the foundations of continuing 
prosperity in our own country and of com- 
ing prosperity throughout the world. 


SERIES E SAVINGS BOND limitation, effective for 
the calendar year 1948, is being raised to 
$10,000 maturity value, according to Secretary 
of the Treasury Snyder. 
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HOW to DISCOURAGE PROSPERITY 


ROBERT P. JELLETT 


President, The Royal Trust Company, Montreal, Quebec 


OME economists have recommended 

that inflation be counteracted by high 
taxes. This is a fundamentally mistaken 
approach. High taxes, more perhaps than 
anything else, depress incentives. 

Production alone will provide inflation 
with its sufficient answer; and if produc- 
tion is to be stimulated, the extra effort 
must receive the extra reward. To expect 
people to work harder, and to be practically 
penalized for doing so, is not to deal in 
the realities of human nature. 

It would seem more realistic, and there- 
fore more effective, if taxation upon earn- 
ings were lowered, so that greater impetus 
might be given to the added effort. If high 
taxation diminishes to negligible propor- 
tions the reward for each degree of extra 
effort, the pleasures of idleness and of rec- 
reation and of “taking it easy” will be 
found to compete very effectively with the 
will to work. 


SAVING DISCOURAGED 


The incentive to save is also being dis- 
couraged in several ways. Rates of inter- 
est have been so lowered by the govern- 
ment’s easy money policy that the possi- 
bility of providing a sizeable income from 
savings (quite feasible some years ago) is 
now beyond the power of most people. 


The value of savings, and therefore the 
incentive to save, is still more seriously 
lowered by succession duties. The theory 
advanced to justify succession duties is 
questionable. It holds that a certain person 
or persons, as legatees of an estate, are 
about to come, by a fortuitous event, into 
possession of the principal or income of 
assets which they did not create. Conse- 
quently, it is argued that it is no great 
hardship for them if the government claims 
part of the estate by the imposition of suc- 
cession duties. 

But it is often hard for the family of a 
man which was dependent upon him for 
support, and which because of age, health, 
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educational needs or other reasons is de- 
pendent upon his estate after his death, to 
regard themselves as merely inheriting a 
windfall, of which the government may fit- 
tingly claim a large portion. More often 
than not when a man dies and can no longer 
support his dependants, his wife and chil- 
dren have to change their way of living 
and usually have a more or less hard time 
getting along on such investments and life 
insurance as may have been left to them. 


DOUBLE TAXATION 


Succession duties are actually a form 
of double taxation. Estates created during 
the last 30 years are in most cases the 
result of savings from part of the income 
left after income taxes have been paid. 
That is to say, estates are built up out of 
tax-paid money. 


As for succession duties, the most obvi- 
ous means of reducing this burden is for 
the Dominion Government to retire from 
this field of taxation. In the year ending 
March-31, 1946, the Dominion Government 
collected twenty-one and a half million 
dollars in succession duties. Though this is 
a large sum to be taken from heirs in addi- 
tion to what has already been paid in in- 
come taxes and in provincial succession 
duties, it is a comparatively small sum in 
the total revenue of over three billion dol- 
lars raised in the same year. If the Domin- 
ion Government were to retire from the 
field of succession duties, the relief granted 
thereby would give new incentive to the 
earning citizen and a new security to those 
dependent upon him. 


The. need is to tax with a view to giving 
personal effort and thrift and the accom- 
panying productiveness, every reasonable 
encouragement. A nation’s wealth is in its 
production. The accumulated capital of the 
wealthiest nations in the world is equal 
only to about four times their annual out- 
put. The only way to increase national 
wealth or to control inflation is by increas- 
ing the industry of the citizens. 
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SALARY ADMINISTRATION and SUPERVISION 


J. STANLEY BROWN 
Vice President and Personnel Director, Chemical Bank & Trust Company of New York 


E can summarize our current person- 
Wie problems by saying that we’ve got 
to make our bank a good place in which to 
work. As late as fifteen years ago banking 
stood near the top of the list of preferred 
employments. In those days people tried to 
get on a bank payroll, and, having done so, 
bragged about it. Today, we do our best to 
get and keep them in. Just last week the Di- 
rector of Placement in one of this country’s 
top universities wrote me “my observation 
is that currently there are not too many men 
who want to follow banking as a career.” 
So my primary purpose is to point out some 
of the things we can do to make our banks 
“better places in which to work.” 

I face the question of salaries with some 
reluctance. Every business and every indus- 
try now faces the fact that to pay for guns 
we must get along with less butter. What 
this country needs is not more money, but 
more production. Without this, rasing 
wages and salaries will do nothing except 
raise prices again. 

The question of salaries and salary ad- 
ministration has been pretty much talked 
to death in the last few years. The simple 
fact is that salary administration consists 
of just two steps: 

1—Knowing what a job is worth 

2—Knowing to what extent the incum- 

bent is developing the job; to what 
fraction of the top salary he is en- 
titled. 

We know what a messenger boy is worth 
in his own community under local condi- 
tions. We know what a bookkeeper is worth, 
a teller, and a chief clerk. So instead of be- 
coming confused by the “scientific” meth- 
ods, I suggest a very simple procedure for 
“Job Evaluation.” 

As the first step, at the head of a work 
sheet I would place the title “Chief Clerk”, 
and opposite the title the minimum salary 
which a chief clerk ought to get. If I weren’t 

‘rtain, I’d check with other employers in 
my community. Then a quarter-distance 
‘own the sheet I’d enter the title “Teller”; 
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and opposite that the teller’s minimum sal- 
ary. Another quarter-distance down the 
sheet enter the title “Bookkeeper” and that 
minimum salary. At the bottom of the sheet 
would come the title “Messenger” with his 
minimum salary. 

Then we can fill in the promotional steps 
between those classifications. For instance, 
somewhere between the items ‘“‘Messenger”’ 
and “Bookkeeper” comes “Rack Clerk’’; be- 
tween “Bookkeeper” and “Teller” comes 
“Head Bookkeeper” and “Note Teller”. Thus 
we quickly and easily construct a complete 
promotion chart and salary administration 
scale. 

Employees of specialize# departments 
such as Trust, Foreign and Safe Deposit, 
can be classified in a second coiumn; e.g. op- 
posite “Chief Clerk” put the classifications 
of those specialized employees whose sal- 
aries ought to be ranged on a par with that 
work. Regardless of how scientific you be- 
come, the end result is always the arbitrari- 
ness of someone’s opinion. That’s all we 
have to work with. There is no means by 
which you can get anything but opinion as 
to the value of a job. 


Efficiency Rating 


S to the employee’s efficiency on the job 
|. ee brings us to Merit rating, and 
perhaps we find ourselves confused by 
words. Basically there are just four ques- 
tions which Merit Rating can answer re- 
garding an employee’s value on his job; 
two major and two comparatively minor. An 
index can be used to appraise these values: 

1. How much work does he do (quan- 

tity?) 

. How good is the work he does (qual- 
ity?) 

. What are his relationships with other 
employees and the public? (personal- 
ity) 

. What are his potentialities for ad- 
vancement? Do you have any justifi- 
cation for making him some payment 
in addition to his present value? 
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To be more specific, run off a sheet some- 
thing like this for each employee: 


| Superior | Excellent ciel | Fair 
Quantity __ 
Quality | 
Personality | Se I ait ee, 
| 


Potentiality 


Arbitrary again, but the important thing 
is to make some attempt to rate each em- 
ployee. Perhaps more than that, it is un- 
questionably excellent to let the employees 
know that they are being rated and that we 
propose to reward merit rather than merely 
“length of service.” 


Problem of Supervision 


F my definition of leadership — “The 
dP etc of results through under- 
standing” is anywheres near sound, it fol- 
lows that failure to achieve a desired and 
sound result arises through some sort of 
misunderstanding. 


In his book, “The Rest of Your Life,” Leo 
Cherne remarks, ‘‘We have always done a 
better job of teaching a man to run a ma- 
chine than to run a community.” The way 
has been pointed by the Army and by Indus- 
try: the Military has discovered that an 
army is only as good as its non-commis- 
sioned officers, and Industry has discovered 
that a factory is only as good as its foremen. 
And I say a bank is only as good as its su- 
pervisors. 


This problem of leadership remains un- 
solved because it’s comparatively a new 
problem. In the days when a village con- 
sisted of 500 people, a city of 5,000, the 
nation of 5,000,000, people got the right an- 
swers because they were close enough to the 
ship program was “off the level,” the pro- 
posed victims quickly discovered that fact 
problems to understand them. If any leader- 
for themselves. If a candidate for public 
office was unfit for office, his proposed con- 
stituency knew that fact; they lived just 
around the corner from him. Moreover there 
were no automobiles, movies, radios, few 
books and magazines; people had time 
enough to think through on personal, mu- 
nicipal or national problems. 
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So we let somebody else do our thinking 
for us. That’s why good supervision is im- 
portant. We need a new type of leadership 
to meet a new set of conditions. Today’s 
major leadership problem arises from the 
fact that so many Americans have become 
cynical, disillusioned and discouraged. They 
have lost faith in their team and in them- 
selves. 


Personnel Advancement 


~ O far as personal advancement is con- 
S cerned, here is what has happened. Be- 
fore Johnny went to war, he was getting 
perhaps $150 a month as a_ bookkeeper; 
when he came back the boss welcomed him 
with open arms at $175 a month. That was 
a 16% increase, and Johnny agreed it was 
a square deal. But, ten seconds after Johnny 
got that $25 raise, our Government broke 
the news that a 20% income tax would take 
the whole $25 raise away from him. And 
within a month Johnny discovered that the 
cost of living had gone up 40% while he had 
been away. So, he’d gone away at $150-a- 


month, returned at $175-a-month; and was 
just about 30% worse off than when he 
started! 


For thirty years now, your average bank 
employee has done the best he could and 
has gone down the iadder, not up. He 
doesn’t understand what’s wrong, and he 
looks around for some assistance in under- 
standing his problem. But he finds a super- 
visor who understands the situation no bet- 
er than he does himself; a leadership so 
sparse that he has no chance whatsoever of 
sharing in it. 

For at least a generation, we bankers 
have persisted in committing two glaring 
errors in our coice of supervisors. By and 
large, we choose them kecause they have 
one or both of two qualifications—and each 
of these qualifications is exactly what a good 
supervisor does not have. 

Misqualification #1 is “Length of Ser- 
vice.’”” We move up the man who has been in 
the department longest, ignoring the fact 
that if he had what it takes to be a good 








When your customers come to California 


you can assure them of the same friendly helpful trust service 


here at Security that you pride yourself 


on giving them when they are at home. 


TRUST DEPARTMENT 


Largest Trust Business In the West 


SECURITY-FIRST NATIONAL BANK OF LOS ANGELES 


HEAD OFFICE, SIXTH AND SPRING STREETS 


y = eit 


- noe Oe 
Sg 


1PRIL 1948 








supervisor he would not have stayed in the 
clerical ranks for ten or twenty years. 

Misqualification #2 is “Excellence of 
Clerical Performance.” We promote the best 
clerk, ignoring the fact that the best clerk 
is the one who pays meticulous attention to 
detail, whereas a good supervisor is con- 
cerned with the over-all picture; he is plan- 
ning ahead. A good supervisor is a con- 
structive dreamer, what I call an “antici- 
pator.” He is a planner and he is a fighter. 
Is length of service or meticulous attention 
to detail likely to enhance those qualities or 
to destroy them? 


Building a Supervisory Staff 
RIMARILY we have not enough really 
first-rate supervision, which means 

there is, and must for some time continue 
to be, a Scarcity value on first-rate super- 
vision. 

One of the damnable things in business 





















A RETIREMENT INCOME FUND created for em- 
ployes of the Union Brass & Metal Mfg. Co., 
St. Paul, became $129,270.21 richer last month 
when the concern deposited that amount with 
the Empire National Bank, St. Paul, fund 
trustees. The check represents the amount due 
to employes in a profit-sharing program inaug- 
urated a year ago. Pictured is J. W. Peterson, 
Controller of the company, showing the check 
to old-time employes of the company with total 
service of 94 years as workers with the firm. 
Of the present 331 on the payroll, 220 are 
participating in this plan which requires one 
year of service. No contribution is required of 
the employees. 
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today is the thoughtless destruction of 
youngsters whose breadth of interest and 
boundless energy make them, in the words 
of the old-fashioned supervisor, ‘“‘uncoop- 
erative” and “rebellious to discipline.” Of 
course they are rebellious! They are rebel- 
lious against a world which fails to recog- 
nize that they are so far ahead of their fel- 
lows in potentialities for leadership that 
they can’t tolerate chafing chains of detail. 

It is impossible to hand a candidate a list 
of “musts” and “must nots” for the develop- 
ment of supervisory abilities. But the War 
Manpower Commission courses in Job In- 
struction Training and Job Relations Train- 
ing were an excellent start, particularly 
when taught as a philosophy of supervision 
rather than as methods. They were valuable 
because so often they stimulated the recip- 
ient to go on in a field in which those courses 
had whetted his interest. 

We can build a supervisory staff measur- 
ing up to today’s leadership requirements 
by keeping a constant watch for the young- 
ster who is interested in the American In- 
stitute of Banking; in the front page and 
editorial page of the newspaper as weil as 
the sports page; who likes to lend a helping 
hand in neighborhood activities, church af- 
fairs, and the like; and by encouraging 
those interests. 


Employee-Benefit Plans 


A MEMORANDUM prepared by the Social Secur- 
ity Administration for the use of its employees 
covers the 50 employee-benefit plans of 36 
firms in the basic steel industry. These plans 
cover about 75% of the employees of the in- 
dustry. 

Eligibility requirements vary from full-time 
employment to limitation combinations of one 
month’s full-time employment, several such 
months, good health, age and basic salaries. 
Life insurance benefits are the most common, 
although included in some plans are sickness 
and accident, retirement, medical, burial, hos- 
pitalization and surgical benefits. There does 
not seem to be any combination which might 
be called common to the rest. 

Seven of the thirteen plants having retire- 
ment benefits are of the non-contributory type. 
Two were non-contributory for some and con- 
tributory for the rest. Summaries of the 50 
plans are set forth in the appendix. 
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— THE CAPITALABOR TEAM — 


Developments which have promoted, or promise to promote, mutuas 
welfare of employees, employers and providers of capital tools. 


Wall Street Strike 


The strike against the New York Stock 
and Curb Exchanges in an effort to gain new 
members has been marked by its singular lack 
of success in interrupting the functioning of 
the exchanges. The strike was extended to 
brokerage house in an effort to tie up members 
and partners who have been filling a variety 
of jobs in the exchanges from running elevators 
to night watchmen. 

Seamen in the picket lines outnumber the 
financial workers by three to one, and the 
tactics and language employed to harass other 
employees entering the buildings smack of 
the waterfront rather than Wall Street. Office 
workers have a*traditional dislike for picket 
lines and the more violent forms of union 
activity. This feeling, combined with a re- 
luctance to surrender the individuality of their 
jobs to the regimentation of unions, has pre- 
vented organizers from making any marked 
gains in this effort. 


Production Bonuses 


Extra earnings of $146,994 have been dis- 
tributed to 380 employes of the Continental 
Paper Company, Ridgefield Park, N. J., in the 
first six months of the “share of production” 
pay plan adopted by the company and the 
United Paper Workers, CIO. The extra added 
27 per cent to the regular pay of the workers 
during the half-year period. The average extra 
compensation for each worker was $387, or 
about $64.50 a month. 

The plan, the first of its kind, was written 
into the 1947 contract between the company 
and the union after the union had agreed to 
withdraw demands for a 20 per cent pay 
increase. Part of the benefits are distributed 
in cash, part in pension rights and part go 
into a reserve that is divided among the 
employes twice a year. 


The Third Round 


In laying the economic groundwork for the 
“1948 Wage Case,” the CIO has shifted the 
basis of its pay raise demands from prices to 


profits. Although the labor press has not 
admitted any substantial decrease in the cost 
‘ living since the commodity break last Feb- 
ruary, the CIO “Economic Outlook” concedes 
tiat the break was “by far the sharpest to 
late; however its effects on consumer prices 
ave unknown.” 
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The “Outlook” feels that the pattern of 
previous breaks would be repeated and that 
prices would again assume an upward trend. 
Government economists were inclined to agree 
with this theory but they also feel that the 
shaky condition of the markets will make most 
employers even more reluctant to grant sub- 
stantial increases. Anticipating this trend, the 
CIO is putting its chief emphasis on profits, 
contending that for every four dollars paid 
in wages last year, one dollar went to the 
corporation coffers in profit; in 1945 it said, 
the ratio was one to seven. 


Labor and Politcs 


As in many other segments of American 
life in this presidential election year, politics 
is a first order of business with organized 
labor. Although industry will still faced an- 
other round of wage demands and fringe 
benefits, union leaders are not expected to 
press quite so hard for so much in the face 
of a possible recession, but will concentrate 
their efforts toward political action. 


Heretofore, the CIO Political Action Com- 
mittee has been the only significant labor 
force in politics. The AF of L, by tradition, 
has stayed out of politics, but this time 
its new Labor League for Political Education 
will join the all-out effort to defeat Congress- 
men and Senators whose voting records have 
not been in line with labor leaders’ thinking 
on various issues. Specifically, the principal 
targets of labor’s drive will be the 68 sen- 
ators and 331 House members who voted to 
override the veto of the Taft-Hartley law. 


Under the new labor law, union treasury 
funds cannot be used for political purposes 
so the drive this summer will be financed: 
by “dollar-a-head” contributions from mem- 
bers, leaders claiming they will raise $20 
million. 


The Wallace campaign will not draw more 
than left-wing fringe support from the labor 
movement. Experience has proved that mem- 
bers do not readily respond to specific orders 
as to which candidate they will vote for, hence 
the emphasis will be on “education” rather 
than just getting out the vote. The 1946 con- 
gressional elections proved decisively that 
labor’s political program had to go a lot 
further than picking a candidate and turning 
out the voters. 





THE UPWARD TREND IN INTEREST 
RATES charged on commercial loans by banks 
to business has been confirmed by a report 
based on data supplied by twelve leading 
banks in the New York area. The New York 
Federal Reserve Bank’s quarterly report on 
loans and rates discloses the first appreciable 
increase in such rates in more than a decade. 


Among short-term borrowings — loans pay- 
able within twelve months — the report showed 
a decline in the amount borrowed and a de- 
cided shift from the previous rate. In loans 
beyond one year in term, there was a marked 
drop in volume, and sizeable loans at a rate 
below 134 per cent virtually disappeared. 


During the first half of March, the report 
disclosed, the banks made short-term loans at 
an average rate of 2.09 per cent. This com- 
pares with similar loans in the first half of 
December last year at an average rate of 
1.82 per cent — the same rate that prevailed 
in the first half of March last year. 


In the longer terms, the banks reported 
loans granted in the first quarter at an aver- 
age rate of 2.16, compared with 1.89 per cent 
average for the first half of December 1947 
and 2.03 during the first half of March last 
year. 


The increase in borrowing charges stemmed 
from the change of the prime rate of 1% per 
cent last December, to the present general 
prime rate base of 1% per cent. In addition 
to the effect of the higher prime rate, the 
average charge reflects a tendency for second 
and third class loans to carry higher interest. 


REVIVED INFLATION is a “sobering” 
threat seen by President Truman’s Council of 
Economic Advisers, in the proposed new spend- 
ing of Federal funds for preparedness. The 
contemplated boost of some $4 billion for de- 
fense, added to the $6.2 billion foreign recov- 
ery program, is presumed to add strong infla- 
tionary pressures. 


The Federal Reserve Board and the Treas- 
ury, in fact, have launched an intensive survey 
to determine whether tax reductions already 
voted, plus new defense expenditures and the 
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draft, will not require deficit financing. If 
new Government borrowing — rather than 
refinancing — will be necessary, plans must 
be made immediately on a basis of estimates 
which include the new needs. The survey will 
cover, also, the need for reversing or strength- 
ening present credit policies. 

The stepping up of military outlays will 
tend to hold production, commodity prices and 
profits at high levels. And, if the defense pro- 
gram is extended far beyond present estimates, 
the resumption of economic controls and excess 
profits taxes will be a distinct possibility. 

The combination of these factors (under 
active debate and consideration at this writ- 
ing) holds the key to the economy in the period 
immediately ahead. A resumption of full Fed- 
eral economic controls, excepting some dire 
national emergency, is an unlikely prospect in 
an election year. New credit restrictions, how- 
ever, are considered a possibility by informed 
observers. 


BOND AND STOCKS which entered the mar- 
ket as new financing in March followed quite 
divergent patterns. New bond financing, bol- 
stered by several large flotations of State bonus 
issues, reached the highest total for any month 
in more than twenty years. Stock flotations, 
on the other hand, fell off to the smallest total 
for the month in five years — $23 million. 

Of the sixty-seven issues of new bonds total- 
ing over $911 million, almost two-thirds repre- 
sented State and municipal loans and _ in- 
cluded two sizeable veteran bonus issues — the 
$300 million State of New York bonds and $200 
million State of Ohio, World War II compensa- 
tion bonds. 

New public utility bonds accounted for $228 
million of the total and railroad bond financ- 
ing of $76 million made the biggest total for 
the rails since May 1946. 

As the month of March closed, the stock 
market moved up sharply, stimulated by the 
assurance of a foreign aid program and the 
prospect of defense outlays that virtually as- 
sures a high level of industrial production. A 
move by the stock markets into higher ground 
could bring a revival of equity financing. 
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PERSONNEL CHANGES in TRUST INSTITUTIONS 


CALIFORNIA 


San Francisco—Herbert F. Allen has retired 
from the AMERICAN TRUST Co. as trust officer 
and assistant vice president after 43 years. 


CONNECTICUT 


New Haven — 
Lester A Cham- 
berlin and John 
T. Cottrill were 
made assistant 
trust officers of 
THE SECOND Na- 
TIONAL BANK. 
Prior to joining 
the bank in 1946, 
Mr. Chamberlin 
was with the Fed- 
eral Reserve 
Bank of New 
York in the Ex- 
amination De- 
partment. Previ- 
ously he was em- 
ployed by the 
United States 
Treasury Depart- 
ment as a confi- 
dential investiga- 
tor. Before that 
he was with the 
Savings Invest- 
ment and Trust 
Co. of East Or- 
ange, N. J. He is 
presently a mem- 
ber of the class 
of 1949 of the 
Graduate School 
of Banking. 


A 


JOHN T. COTTRILL 


LESTER A. CHAMBERLIN 


TRUST OFFICER AVAILABLE 


To a trust company determined to meet 
the challenge to trust business presented by 
new tax law—is offered a combination of 
qualifications rarely found in one applicant. 





14 years with large N. Y. trust company. 
Presently Vice President independent estate 
planning organization. Member N. Y. Bar. 
Harvard & Harvard Law. 


Box S-4-8, TRUSTS AND ESTATES 
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Mr. Cottrill, who is in the investment di- 
vision of the trust department, joined the cor- 
porate trust department of the bank in 1939. 
He served as operations officer with the 4th 
Infantry Division, was awarded the Bronze 
Star among other honors. 


New Haven—Henry L. Galpin was elected 
chairman of the board of UNION & NEW HAVEN 
Trust Co., succeeding the late W. Perry Cur- 
tiss. Mr. Galpin entered the banking business 
over 45 years ago. He became secretary of the 
Trust Company in 1911, vice president and 
trust officer in 1918, and vice chairman of the 
board in 1946. For over twenty-five years, until 
he was succeeded in 1944 by Edward G. Arm- 
strong, vice president, Mr. Galpin was ad- 
ministrative head of the bank’s trust depart- 
ment, a period coincident with its development 
to one of the largest of its kind in the State. 
In the early 1920’s, he took the lead in organ- 
izing the New Haven Corporate Fiduciaries 
Association. With Mr. Galpin taking an ,active 
part, this association established the New 
Haven Foundation, one of the country’s early 
community trusts. 


TRUST 
OFFICER 
WANTED: 


A large bank within 50 miles of New 
York with a remarkably fine trust 
territory not heretofore developed, is 
seeking a vice president to head its 
trust department. Preferred age range: 
35-43. Present trust resources are 
modest in amount, but this bank 
wants an outstanding man who has 
run a good sized and successful de- 
partment and who has proven ability 
in administration and investments. 
Will pay a better than average salary. 
(Confidential) Box H-4-7. 





FLORIDA 


Jacksonville—The following promotions were 
made at the First NATIONAL BANK: D. T. 
Ehrmann, S. H. Hurlbert and G. N. Butler 
elected assistant vice president and assistant 
trust officer; C. W. Davis made assistant cash- 
ier and assistant trust officer. 

Miami — Rich- 
ard C. Boggs has 
become executive 
vice president 
and trust officer 
of LITTLE RIVER 
BANK & TRUST 
Co., having re- 
cently resigned as 
vice president and 
trust officer of 
First NATIONAL 
BANK. Mr. Boggs 
had also been as- 
sociated with the 
First National 
Bank of Palm 
Beach as assistant trust officer, prior to service 
as Finance Officer in the U. S. Army. 


RICHARD C. BOGGS 





POLK’S 


- BANKERS 
ENCYCLOPEDIA 
Vhe Cank Lowetlong 


INTRODUCES ..... 


two more outstanding features 
in the 


MARCH 1948 EDITION 


* BANK TELEPHONE 
NUMBERS 


* BANK STATEMENTS 
TO THE NEAREST 
DOLLAR 

°° 


Single issue price $27.50 
Five vear rate $20.00 an issue 


R. L. POLK & CO. 


431 Howard St. Detroit 31, Mich. 


GEORGIA 


Augusta—A. Jackson Beall, formerly as- 
sistant vice president, CITIZENS & SOUTHERN 
NATIONAL BANK, has been made a trust officer. 
He and Frederick B. Gnann, trust officer, will 
assume the executive duties of H. Hal Hill, 
vice president and trust officer, who died re- 
cently. 


INDIANA 


Columbus—IRWIN-UNION TRUST CO. pro- 
moted Henry F. Schricker, Jr., to the position 
of assistant trust officer. Mr. Schricker joined 
the staff in June 1947 and has been actively 
engaged as an estate counselor. He is pres- 
ident of the Columbus chapter of the American 
Institute of Banking. 


IOWA 


Waterloo—V. Spalding Miller has been ele- 
vated to vice president of WATERLOO SAVINGS 
BANK. Mr. Miller was formerly assistant cash- 
ier and assistant trust officer. 


KENTUCKY 


Bowling Green—BOWLING GREEN BANK & 
Trust Co. elected Roy G. Cooksey president to 
succeed Robert Rodes, named chairman. 

Bowling Green—John E. Mercer has been 
named president of PoTTER-MATLOCK TRUST 
Co. to succeed Garland D. Sledge, now chair- 
man. 


MARYLAND 


Baltimore—Louis S. Zimmerman has re- 
signed as vice president of MARYLAND TRUST 
Co. after more than fifty years’ service. He 
will continue as a director, member of the 
executive committee and chairman of the trust 
committee. 


MISSOURI 


St. Louis—Winston H. Comfort was elected 
assistant trust officer of MISSISSIPPI VALLEY 
Trust Co. Mr. Comfort was manager of the 
real estate division of the trust department, 
and began in 1920 in the routing department 
of the bank. He twice has served two-year 
periods on the Board of Governors of the local 
American Institute of Banking chapter. 





TRUST DEPARTMENT EARNINGS in the Tenth 
Federal Reserve District represented a de- 
crease of four-tenths per cent to a figure of 
2.4% of total 1947 earnings of all member 
banks. These averages cover only banks re- 
porting trust department earnings. 
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NEW YORK 


New York — 
IRVING TrusT Co. 
announced the 
promotion of 
Frank M. Atter- 
holt from assist- 
ant vice president 
to vice president, 
to head its office 
at 48th Street 
and Rockefeller 
Plaza. 


New York — 
Merger of the 
Bank of New 
York and the 
Fifth Avenue 
Bank, under the name BANK OF NEW YORK 
and FirtH AVENUE BANK, was to be voted 
upon by stockholders at spécial meetings on 
April 15. John C. Traphagen, president of 
the Bank of New York since 1931, will become 
chairman and chief executive of the merged 
bank. John I. Downey, president of the Fifth 
Avenue Bank, will be vice chairman and di- 
recting head of the Fifth Avenue office of the 
combined institution. Albert C. Simmonds, Jr., 
vice president of the Bank of New York, 
will be president. The surviving charter will 
be that of the Bank of New York, combined 
resources totaling approximately $450,000,000. 
Both banks have large trust business. The 
Bank of New York is the oldest in the city, 
and the Fifth Avenue Bank dates back to 
1875. 


Rockville Centre—John E. Schaefer has 
been appointed secretary and assistant trust 
officer to succeed Edward Johnson, resigned, 
at BANK OF ROCKVILLE CENTRE. 


FRANK M. ATTERHOLT 





JOHN I. DOWNEY 
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JOHN C. TRAPHAGEN 


New York—wW. 
Randolph Bur- 
gess has been 
named chairman 
of the board of 
City BANK 
FARMERS TRUST 
Co., following the 
death of Gordon 
S. Rentschler. At 
NATIONAL CITY 
BANK, with which 
the trust com- 
pany is affiliated, 
William Gage 
Brady, Jr., was 
elevated from 
president to chairman of the board to succeed 
Mr. Rentschler, and he in turn is succeeded by 
Howard C. Sheperd. Mr. Burgess, who has, 
been vice chairman of the bank’s board, was 
elected chairman of the executive committee. 


W. RANDOLPH BURGESS 


‘ ” 
Syracuse— 
SYRACUSE TRUST 
Co. appointed 
John A. Sheedy 
executive’ vice 
president; Ran- 
som G. MacKen- 
zie, vice president 
and trust officer; 
William P. Free- 
man, trust officer. 
Mr. MacKenzie is 
president of the 
Central New 
York Trust Offi- 


RANSOM G. MacKENZIE cers Association, 


ALBERT C. SIMMONDS, JR. 
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‘ 
president of the 
Syracuse Life In- 


surance Trust 
Council, and a 
member of the 
Syracuse Life 


Underwriters As- 
sociation. Mr. 
Freeman has been 
associated with 
the trust depart- 
ment for 27 years. 
Mr. MacKenzie 
succeeds the late 
Harold C. Beatty, 
one of the found- 
ers of the Trust 
Companies Association of New York State. 

White Plains—Alfred E. Stam has been 

» made trust officer of the CouNTy TRUST Co., 
succeeding Allen N. Stainback, resigned. (See 

San Antonio.) 





WILLIAM P. FREEMAN 


NORTH CAROLINA 


Wilmington—W. L. Marks was made assist- 
ant. cashier and trust officer of PEOPLES SAV- 
INGS BANK & Trust Co. Robert L. Take, 
formerly vice president, cashier and trust 
officer, was elected executive vice president and 
cashier. 


PENNSYLVANIA 


Philadelphia—FIDELITY-PHILADELPHIA TRUST 
Co. made the following promotions: Stewart 
M. Walker to vice president in charge of oper- 
ations; Horace W. Latimer to corporate trust 
officer; and Edward F. James to controller. 


TENNESSEE 


Nashville—NASHVILLE TRUST Co. has ap- 
pointed John T. McCall a trust officer. Mr. 
McCall has practiced law in Nashville for 18 
years. Since his return from war as Colonel, 
he has been teaching trust law at Cumberland 
University School of Law. 


TEXAS 


Galveston—At HUTCHINGS-SEALY NATIONAL 
BANK, T. W. Lain has been elected vice pres- 
ident and trust officer; Robert K. Hutchings, 
formerly assistant cashier and assistant trust 
officer, named a vice president. 

Paris—Maury Robinson has been elected 
president of the First NATIONAL BANK. 

San Antonio—Allen N. Stainback has be- 
come vice president and trust officer of ALAMO 
NATIONAL BANK. He recently resigned as vice 
president and trust officer of County Trust 
Co., White Plains, N. Y. 
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UTAH 


Salt Lake City—At UNION Trust Co., John 
M. Chatelain was elected assistant vice pres- 
ident, retaining the office of assistant trust 
officer. 


VIRGINIA 


Richmond—E. H. Copple has been elected 
assistant trust officer of the CENTRAL NATIONAL 
BANK. 


CANADA 


Toronto — A. 
Roy Courtice, 
formerly corpor- 
ate trust officer, 
has been made an 
assistant general 
manager of the 
TORONTO GENER- 
AL TRUSTS CORP. 
Mr. Courtice is a 
graduate of Tor- 
onto University 
and Osgoode Law 
School. Following 
active service in 
the first World 
War, he was call- 
ed to the Ontario Bar in 1920, and practiced 
law. He joined the Corporation in 1928 in 
charge of the Estates Analysis department. 
He is a past president of the Trust Companies 
Association of Ontario, and of the Canadian 
Club of Toronto. 
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Trust Business in Florida 


TRUST BUSINESS IN FLORIDA was the topic of 
the address by Gilbert T. Stephenson, director 
of the trust research department of the Grad- 
uate School of Banking, before the annual 
meeting of the Florida Bankers Association 
early this month. Mr. Stephenson proposed 
that a study be made by a joint commission of 
bankers and trust men representing the 155 
banks without trust departments as well as 
the 31 with trust departments in Florida. An 
over-all study of trust business in the state 
should be made to determine whether there 
are enough trust institutions, how services 
can be made more accessible to people, business 
and institutions, and whether Florida is ready 
for the prudent-man investment rule. The com- 
mission should report to the association which 
in turn should take appropriate steps to carry 
out the recommendations. 
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Trust Institution Briefs 


Gadsden, Ala.—First NATIONAL BANK has 
been granted trust powers under the Federal 
Reserve Act. 


Chicago, Ill—Arthur T. Leonard, senior 
vice president, Ciry NATIONAL BANK & TRUST 
Co., has been elected president of the Corpor- 
ate Fiduciaries Association of Chicago, suc- 
ceeding Charles J. Roubik, vice president of 
HARRIS TRUST & SAVINGS BANK. William P. 
Wiseman, vice president of CHICAGO TITLE & 
Trust Co., was elected vice president, and 
Louis W. Fischer, vice president of AMERICAN 
BANK & TRUST Co., elected secretary-treasurer. 


Chicago, Ill.—A trust certificate was recent- 
ly issued to MARQUETTE NATIONAL BANK. 


Chicago, Ill. — COSMOPOLITAN NATIONAL 
BANK has been granted trust powers. 


New York, N. Y.—350 members of the 
Quarter-Century Club of Irving Trust Co. at- 
tended the club’s annual meeting and dinner 
early last month. The club’s membership totals 
381, of whom 84 are women. Forty-seven new 
members have joined this year. The 827 men 
and women still active in the company have 
total length of service amounting to 9,949 
years. 

Philadelphia, Pa.—William S. Johnson, vice 
president of LAND TITLE BANK & TRusT Co., 
was honored April 1 by officers and employees 
of the bank on his 50th anniversary with the 
institution. Although eligible to retire on pen- 
sion, Mr. Johnson is remaining in active 
service at request of the Board of Directors. 

Spartanburg, S. C.—PIEDMONT NATIONAL 


BANK has been granted trust powers under the 
Federal Reserve Act. 


In Memoriam 


WILLIAM PERRY CURTISS, chairman of the 
board of UNION & NEW HAVEN TRwuST Co., 
Conn. 

WALTER F.. GALE, assistant trust officer of 
SUFFOLK COUNTY TRUST Co., Riverhead, L. I. 

JAMES T. GUNNING, vice president in charge 
of new business at MARINE TRUST Co. of 
Buffalo, N. Y. 

JOHN D. LONEGRAN, assistant trust officer 
{ PEOPLES NATIONAL BANK & TRUST Co., 
Monessen, Pa. 

SARA RICHARDS., 
\IAHONING NATIONAL 
Ohio. 

WILLIAM F. Tripp, secretary of the BosTON 
SAFE Deposit & Trust Co. and head of the 

rporate trust and transfer departments. 


assistant trust officer, 
BANK, Youngstown, 
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Trust Meetings in New York 


DURING THE MONTH OF APRIL the Trust Di- 
vision of the New York State Bankers Asso- 
ciation is sponsoring a series of seven meetings 
throughout the State. These meetings are de- 
voted largely to discussing trust department 
costs and operations. Brief resumes of legis- 
lative developments at Albany will also be 
presented. 


At each meeting William J. Weig, second 
vice president, Guaranty Trust Company, New 
York City, will discuss a recommended cost 
accounting system for trust departments. 
Several Trust Division committeemen are shar- 
ing the responsibility for leading discussions 
on trust department operations at the various 
meetings. They are Wilmot R. Craig, assistant 
trust officer, Lincoln Rochester Trust Com- 
pany; David T. Tyne, vice president, First 
Bank and Trust Company, Utica; and Daniel 
G. Lee, trust officer, Nassau County Trust Com- 
pany, Mineola. 


George C. Barclay and Aurie I. Johnson, 
chairman and vice chairman, respectively, of 
the Trust Division, are dividing the duties of 
presiding over the various meetings. 


Indiana Trust Conference 


TRUST CONFERENCE of the Indian Bankers 
TRUST CONFERENCE of the Indian Bankers As- 
sociation, held on April 5th and 6th, presented 
the following speakers: John M. Zuber, vice 
president and trust officer, American National 
Bank, Indianapolis, on Use of Nominee Regis- 
tration; George F. Dickmann, Administrator, 
Indiana Tax Division, on Administration of 
Indiana Inheritance Tax Law; Robert S. Davis, 
vice president and trust officer, First National 
Bank and Trust Co., Lexington, Ky., on Pev- 
sonnel Operations and Investment Problems of 
Trust Officers; Verne G. Cawley, president, 
Indiana Bar Association, on Recodifying and 
Modernizing Indiana Probate Code; Earl G. 
Schwalm, trust officer, Lincoln National Bank 
and Trust Company, Fort Wayne, on Trust 
Promotion and Development; and Robert S. 
Swaim, assistant trust officer, First National 
Bank, Chicago, on Trust Administration of 
Pension and Profit Sharing Plans. 


LIFE INSURANCE TRUST COUNCIL of Cleveland 
elected the following officers: President: H. 
L. Flynn, assistant vice president, Cleveland 
Trust Co.; Vice Pres.: D. Miley Phipps, New 
England Mutual Life Insurance Co.; Secre- 
tary: Arthur C. Knight, vice president, Central 
National Bank; Treasurer; W. Allen Bean, 
State Mutual Life Assurance Co. 





NOTES ON CURRENT LITERATURE 


Books 


Death, Taxes and Your Business 


GEORGE J. LAIKIN. Fiduciary Publishers, Inc., New 

York. $1.75. 

Of mutual benefit to the lawyer and insur- 
ance man, as well as the trustman, is this 
book on the effects of death and taxes on the 
sole proprietorship, the partnership and the 
close corporation. Among its six chapters are 
treatments of the pattern of a purchase and 
sale agreement for the disposition of the in- 
terest on death, the valuation of the business 
and funding the purchase through life insur- 
ance. Special attention is given to professional 
partnerships and the rights of creditors. In- 
cluded also are some twenty pages of illustra- 
tive forms for agreements. 


Tax Systems 


Commerce Clearing House, Inc., Chicago. Eleventh 


Edition, 290 pp. $15. 

An unbelievable wealth of significant and 
essential tax facts and information is included 
in this book. A panoramic taxation picture is 
given of not only the United States, the forty- 
eight states, the District of Columbia but also 
thirty-four foreign countries and political sub- 
divisions. There are over 175 charts, tables and 
statistical presentations. Included is informa- 
tion concerning legal citation, title, basis, 
measure and rates. 


Montgomery’s Federal Taxes: Corpora- 


tions and Partnerships 

ROBERT H. MONTGOMERY, CONRAD B. TAY- 

LOR and MARK E. RICHARDSON. Ronald Press, 

New York. 2 vols. 1989 pp. $20. 

The 1947-48 annual brings this highly in- 
formative source up to date with the vast 
amount of new decisions, opinions, and rulings 
on taxation. In the treatment of organizations 
taxable as corporations the authors have out- 
lined the characteristics which make a trust 
taxable as such. Provisions of the Excess 
Profits Tax have been eliminated except for a 
supplement on tax relief. These volumes con- 
tinue to be among the best treatments offered 
today of the complex federal tax law. 


ARTICLES 


Estate Liquidity 


CHARLES J. ROUBIK. Journal of the American So- 
ciety of Life Underwriters, March. 


No man with a taxable estate can know his 
exact cash liabilities during lifetime, for only 
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death can change estimates to fixed amounts. 
By comparing the estimated figures of a man’s 
wealth in 1940, showing adequate provision 
at that time for the payment of all debts and 
expenses if he had died at that time, and the 
change which took place in his liquid assets, by 
the time the man actually died in 1947, the 
author strongly evidences the necessity for 
closer attention to suggestions and a review 
of affairs from time to time. 


Some of the items which the estate owner 
had failed to consider were that he was tax- 
able for the entire value of the house which he 
had paid for but one-half of which he had 
placed in his wife’s name, that he was taxable 
for failure to exercise a power granted in the 
will of his mother, that the executor may not 
have the power to borrow money to pay ex- 
penses occurring during probate, and that an 
insurance trust could have avoided some of 
these pitfalls. 


Creation of Estate Plans 


MAYO A. SHATTUCK. Journal of the American So- 

ciety of Chartered Life Underwriters, March. 

The seventh and last installment of these 
lectures concludes the treatment of the tax- 
ation of trusts and estates which was begun in 
the prior issue. The development of the gift 
tax is presented, keeping in view its relation 
to the estate tax. 


Community Property Literature 


A Comparative Study of Community Property 
Systems, by Leonard Oppenheim — Temple 
Law Quarterly, January. 


New Community Property Jurisdiction, by 
William Q. de Funiak—Tulane Law Review, 
December. 


Some General Aspects of Michigan Property 
Law, by William E. Burby—Michigan Law 
Review, January. 

Some Initial Comments on the Oregon Com- 
munity-Property Law, by William E. Dough- 
erty—Oregon Law Review, December. 


A REVISED EDITION of Edward N. Polisher’s 
“Estate Planning and Estate Tax Saving” is 
scheduled for publication next month. Included 
in the two volumes of over 850 pages will be 
a full discussion of the effect of the new Rev- 
enue Act upon wills, trusts and life insurance 
plans. 


TRUSTS and ESTATES 





New York Trust Fees Changed 


OR the second time in five years, the basis 

of compensation for New York trustees 
has undergone fundamental revision. As a re- 
sult of two laws recently signed by Governor 
Dewey, effective April 1, 1948, the computa- 
tion of commissions on principal of inter vivos 
and testamentary trusts reverts to the receiv- 
ing and paying out basis of the pre-1943 
law, rates of 6% on the first $2,000, 3% on 
the next $10,000 and 2% on the balance over 
$12,000. There is a new annual principal 
commission at the following rates per thousand 
dollars or major fraction thereof: $1 on the 
first $50,000 of principal, 45 cents on the next 
$350,000 and 30 cents on the balance. Income 
commissions remain unchanged. 


These laws are designated as chapters 582 
and 594. 


Other New York legislation affecting trusts 
and estates includes: 


Ch. 222: Permits court to postpone, until 
final judicial settlement of executor’s account, 
the fixation and determination of interests of 
parties in real property sold for distribution. 


Ch. 221: Allows appointment of trust com- 
pany as guardian, trustee or administrator 
upon application or consent of person en- 
titled to appointment irrespective of whether 
such person would be disqualified by reason 
of being an alien or non-resident. 


Ch. 274: Provides that when banking cor- 
porations are already serving jointly with 
individuals as fiduciaries in decedent estates, 
surrogate upon application or consent of fi- 
duciaries, may direct deposit of assets with 
such banking corporations upon such terms 
and conditions and upon giving of such secur- 
ity by individuals as surrogate may prescribe. 


Ch. 302: Provides for the filing of an in- 
strument signed by one or more of the trustees 
of an express trust and one or more of the 
interested parties settling the account in whole 
or in part, provided none of the interested 
parties is under a disability. 

Ch. 351: Authorizes a guardian to sell, 
lease, exchange or mortgage infant’s property 
and provides for the procedure in obtaining 
court’s order. 


Ch. 413: Extends the moratorium legisla- 
tion for another year until July 1, 1949. 


A.B. 703: Provides, upon notice and upon 
ich terms as the surrogate deems proper, for 
e delivery by post or otherwise of purported 
will filed in his office to state where it appears 
lecedent was domiciled or where he left real 
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or personal property, when there is no probate 
proceeding pending in this state. Permits re- 
nunciation and retraction of renunciation by 
testamentary trustee. Allows surrogate to ap- 
propriate part of infant’s funds to pay for 
parent’s burial where estate of parent is in- 
sufficient. Allows petition for appointment of 
special guardian to initiate proceeding for 
protection of infant’s funds where interests 
of then guardian are adverse to infant’s. 


Ch. 616: Provides that Surrogate of county 
where real property devised in trust is situated 
or, in case there is no such devise in trust, 
in the county where the trustee resides, shall 
have jurisdiction of a testamentary trust of 
real or personal property of a non-resident; 
eliminates requirement of original probate 
or ancillary proceedings. Surrogate may de- 
cline jurisdiction for reasons of comity or 
convenience. 


Ch. 617: Perfects provisions for conveyance 
of real property by executor or administrator 
pursuant to a contract executed by decedent 
by allowing the option of delivering a valid 
deed with or without court approval. 4 
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INCOME TAX 


Benefits of Section 107 denied. Under Sec- 
tion 107, I. R. C., as applied to the year in 
question (1941), if at least 75% of the total 
compensation for personal services covering a 
period of 60 months or more was received in 
one year, instead of taxing entire amount 
in that year, taxes are re-computed for entire 
period as though income had been received 
ratably over the period. Taxpayers, attorneys, 
were retained to handle certain claims and 
were to receive contingent fee of 10% of 
amount recovered. They recovered substantial 
sums for their clients prior to 1932, on which 
they received their contingent fee of 10%. 
However, a number of awards were still un- 
paid in 1932 when all assets available for 
payment of awards were exhausted. In 1941, 
attorneys received additional contingent fees 
for services performed subsequent to 1932 in 
procuring additional funds for payment of 
balance of awards. These fees did not con- 
stitute 75% of total fees received. Taxpayers 
claimed, however, that services rendered prior 
to 1932 were separate and were not to be 
considered as part of total compensation. 


HELD: For Commissioner. All fees in ques- 
tion were earned under single contingent fee 
contract. Amounts received after 1932 were 
definitely connected with services rendered 
prior to 1932. Therefore, fees received in 1941 
were completely taxable in that year, since 
taxpayers did no tcome within Section 107, 
Estate of Englar v. Comm., C.C.A.-2, Feb. 27. 


Income from sources within U. S. allocated 
between resident and non-resident alien bene- 
ficiaries. Taxpayer was non-resident alien re- 
siding in England. His father died in England 
and provided in his will for trust under which 
annuity of approximately $8,000 was to be 
paid to taxpayer’s mother and balance of 
income to taxpayer. While taxpayer’s mother 
was a resident alien taxable on all income 
regardless of source, taxpayer, as non-resident 
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alien, was taxable only on part of his dis- 
tributable share which came from sources with- 
in United States. Since taxpayer’s mother 
resided here, it was convenient for trustees 
to pay her out of dividends from domestic 
corporation. Commissioner contended that a 
portion of non-United States income had to be 
allocated to taxpayer’s mother for tax pur- 
poses, thus leaving taxpayer with more in- 
come from sources within United States on 
which he was required to pay tax. 

HELD: For Commissioner. Where trust 
failed to designate source of distributions, 
mechanics of method chosen to pay bene- 
ficiaries did not control. Mere convenience of 
trustees was not sufficient basis for fixing 
tax consequences under I. R. C. Taxable 
income had to be prorated so that each bene- 
ficiary bore portionate part. Muir v. Comm., 
10 T.C.-No. 37, Feb. 17. 


Estate held no longer in process of admin- 
istration. Taxpayers’ father died in 1929. One 
of taxpayers was named executor and also 
trustee of various trusts created under the 
will. Although all matters pertaining to estate 
were disposed of by 1937, executor did not 
file any accounting, nor did he transfer any 
property to himself as trustee, or to any 
beneficiaries of trust. Commissioner taxed in- 
come to beneficiaries on ground that although 
estate had never been finally settled in Pro- 
bate Court, it was no longer in process of 
administration, and income, being currently 
distributable to beneficiaries, was taxable to 
them even though not in fact distributed. 


HELD: For Commissioner. Regulation pro- 
viding that income received “during the period 
of administration or settlement of the estate” 
is taxable to estate means period actually 
required to perform ordinary duties of admin- 
istration. This interpretation prevents execu- 
tors from serving tax advantage of beneficiar- 
ies. There was no reason shown why property 
could not have been transferred to trustees. 
Beneficiaries were, therefore, taxable on in- 
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come for year 1940. Chick v. Comm., C.C.A.-1, 
Feb. 27. 


Value of good will taxed as dividends to 
beneficiaries on sale by trust for less than 
value. Taxpayers were beneficiaries of trust 
which operated manufacturing business previ- 
ously conducted for many years as partner- 
ship. Trust was taxable as corporation. In 
1940 five beneficiaries of trust and one other 
person entered into partnership to acquire 
assets and business of trust. Partnership pur- 
chased assets for book value. Commissioner 
determined that good will had been transferred 
and not paid for. He, therefore, taxed differ- 
ence between fair market value of business 
and amount paid therefor as dividend to five 
beneficiaries... 


HELD: Under A. R. M. 34, (Memorandum 
of Committee on Appeals and Review) business 
had substantial good will value. Absence of 
good will account on books did not prove there 
was no good will. Period of years and rates 
to be used in any formula for determining 
good will must depend upon particular facts 
in given case. Here, good will value was ap- 
proximately $110,000, and this amount was 
taxable to five beneficiaries of trust as divi- 
dend. Shunk v. Comm., 10 T.C.-No. 36, Feb. 17. 


Where grantors were financially able, trust 
income usable for support and maintenance 
of minor children held not taxable to them. 
Taxpayers created trust for their three minor 
children to defray expenses of college educa- 
tion and to use so much of income as was 
necessary, if any beneficiary should be in 
need of support, care or maintenance. In 1942 
and 1943, children were not in college and 
none of trust income was actually used for 
their support or maintenance. Taxpayers were 
financially able to care for them. Commis- 
sioner, nevertheless, taxed entire trust income 
to taxpayers. 


HELD: For taxpayers. In Stuart case, 
Supreme Court held that grantor was taxable 
on income whether or not used for mainten- 
ance or support of minor children, so long as 
power existed to use income for that purpose. 
Under law as subsequently amended, (Section 
167(c) I. R. C.) only that portion of income 
actually used for support and maintenance of 
minor children is taxable to grantor. Even 
for year prior to amendment, taxpayers were 
not taxable on trust income since they were 
financially able to provide for their children, 

) were not entitled to any income unless 
they were in need of support, care or main- 
ernance. Obering v. Comm., T.C. Memo. Feb. 26. 
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Contribution to qualified employees’ trust 
held made when accrued. Taxpayer owned 
48% of stock of corporation which accrued 
$40,000 contributions in 1942 to an exempt 
employees’ trust. Taxpayers beneficial interest 
in that contribution was approximately $9,000. 
Trust was not exempt in 1943 when $40,000 
was actually paid over to trust. Commissioner 
allowed amount equal to 15% of taxpayer’s 
total compensation as deduction to corporation 
in 1942 and as non-taxable to taxpayer. Bal- 
ance, he contended, constituted income to tax- 
payer in 1943. 

HELD: For taxpayer. Since corporation 
was on accrual basis, accrual of contri- 
bution was determining factor. It was im- 
material that taxpayer was on cash basis. 
Corporation was entitled to entire deduction 
in 1942 and no part thereof was taxable to 
taxpayer. George Von Hoffman v. Comm., 10 
T.C. No. 38, Feb. 17. 


ESTATE TAX 


Estate entitled to deduction for charitable 
bequest which was voidable. California law 
provides that bequests to charities may not 
exceed one-third of testator’s estate as against 
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“spouse ... (or) sister.” Decedent left more 
than one-third of her estate to charities. Her 
husband and sister, who were her only heirs, 
disclaimed any interest not specifically be- 
queathed to them, and charities actually re- 
ceived entire amount provided for them under 
will. Commissioner took position that char- 
itable deduction was limited to one-third of 
estate since charities did not; legally, receive 
the excess under decedent’s will. 

HELD: For taxpayer. Charitable bequests 
in excess of one-third of estate were voidable 
but not void. Since no steps were taken by 
heirs to render bequests invalid, distribution 
was made pursuant to decedent’s will and 
entire amount bequeathed to charities was 
deductible from estate. Est. of Varick v. 
Comm., 10 T.C.-No. 39, Feb. 18. 


Low earnings disregarded in valuation of 
stock in closely held corporation. Decedent left 
shares of stock in two companies entirely own- 
ed by members of his family. Estate contended 
for valuation of $300 and $1,300 per share 
respectively. Commissioner’s figures were 
$1,000 and $3,900. Hamburger Realty Co. 
leased building (principal asset) to Hamburger 
& Sons for annual rental of $250,000. Ham- 
burger & Sons, in turn, sub-leased building to 
May Department Stores for annual rental in 
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excess of $500,000. Hamburger and Sons had 
3,744 shares outstanding, and Hamburger 
Realty had 1,000 shares outstanding. Each 
company had net worth of approximately 
$4,000,000. Principal income of Hamburger & 
Sons came from May lease. Average annual 
dividends were about $75 per share. About 
half of company’s assets represented loans io 
stockholders at little or no interest. Ham- 
burger Realty paid out average annual div- 
idends of about $160 per share which was 
in excess of its earnings. 


HELD: For Commissioner. Weight to be 
given various factors such as assets, earnings, 
dividend-paying capacity, etc., was for Tax 
Court to decide. In case of close corporation 
where earnings could be controlled, earnings 
might not represent fair yardstick for valu- 


ation purposes. Est. of Nathan v. Comm, 
C.C.A.-9, Feb. 24. 
Deduction allowed for charitable bequest 


despite power to use principal for “care and 
maintenance.” Decedent left residue of estate 
in trust with directions that both income and 
principal be used for care and maintenance 
of her husband for life. Upon his death prin- 
cipal and undistributed income were to de- 
volve to two named charities. Decedent’s hus- 
band was paralyzed and confined to bed at 
time of execution of will. This condition con- 
tinued until his death two months after de- 
cedent’s death. Commissioner disallowed any 
charitable deduction to estate on ground that 
charitable bequests were incapable of valu- 
ation in view of power to use principal. 


HELD: For taxpayer. Although will did 
not lhmit standard to such care and main- 
tenance as decedent’s husband was then re- 
ceiving, that could be implied from facts of 
case. Husband was already receiving max- 
imum medical attention and care. He was a 
hopeless invalid with not more than a year to 
live. Estate was, therefore, entitled to deduc- 
tion for charitable bequests. In valuing re- 
mainder which devolved to charities, facts in 
existence at time of decedent’s death had to 
be considered. Although mortality tables as- 
signed longer life expectancy, facts proved 
that at decedent’s death, husband’s actual life 
expectancy was not more than one year. Hence, 
value of his interest to be deducted from prin- 
cipal amount passing to charity, was to be 
determined on this basis. Est. of Jennings v. 
Comm., 10 T.C.-No. 40, Feb. 19. 


A. R. M. 34 applied in valuation of de- 
cedent’s interest in partnership. Among de- 
cedent’s assets was an interest in drug store 
operated as partnership interest for Federal 
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tax purposes, Commissioner determined exist- 
ence of good will based upon A. R. M. 34. In 
arriving at value of good will, he used earnings 
of five-year period preceding decedent’s death, 
allowing 8% on tangible assets and capital- 
izing excess earnings at 15%. 


HELD: Extraordinary income which could 
not be relied upon as permanent source of 
revenue had to be eliminated. Adjustments 
were also required for inadequate rent and 
salaries. Instead of five-year period used by 
Commissioner, ten-year period was needed to 
avoid disproportionate number of good years. 
In view of absence of long term lease or eni- 
ployment contract with mainspring of bus- 
iness, enterprise could be stated to be subject 
to greater risks. Accordingly, 10% return on 
tangible assets and capitalization of surplus 
earnings at 20% was proper. Est. of Watson v. 
Comm., T. C. Memo, Feb. 18. 


GIFT TAX 


Divorce settlement pursuant to court decree 
held not subject to gift tax. Taxpayer entered 
into separation agreement with his wife pur- 
suant to which he paid her $27,500 and created 
life insurance trust with $100,000 paid-up in- 
surance for her benefit. Agreement was incor- 
porated in divorce decree. Commissioner con- 
tended taxpayer had made taxable gifts. 

HELD: For taxpayer. Payments and setting 
up of insurance trust were made pursuant to 
divorce decree. Discharge of obligation con- 
stituted adequate and full consideration in 
money or money’s worth for transfer. There- 
fore, no gift was tax due. Moore v. Comm., 
10 T.C.-No. 48, Feb. 28. 


Transfer to trust for minor child under 
separation agreement held gift to extent value 
exceeded obligation to support. Taxpayer and 
his wife entered into separation agreement 
which was later incorporated in divorce de- 
cree. Under agreement taxpayer transferred 
$15,000 to his wife and created trusts for two 
children, to each of which he transferred 
about $100,000. In separation agreement tax- 
payer agreed to increase trusts by transferring 
to them one-sixth of any amount he might re- 
ceive from his mother’s estate. When tax- 
payer’s mother died, he failed to add to trusts 
as required by agreement. Suit to compel per- 
formance of agreement was successful, and 
taxpayer transferred about $160,000 to trust 
for son. Commissioner eliminated present value 
of son’s right to receive income during his 
minority and determined remainder to be sub- 
ject to gift tax. 

HELD: For Commissioner. Even though 
payment was made pursuant to judgment of 
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court, there was no evidence to show absence 
of donative intent on part of taxpayer to- 
wards his children. Transfers in excess of con- 
sideration are deemed gifts. No consideration 
was shown by taxpayer beyond obligation to 
support child during minority. Hooker v. 
Comm., 10 T.C.-No. 47, Feb. 26. 


REVENUE BUREAU RULING 

Estate gets no deduction for statutory al- 
lowance during administration unless it must 
be paid out of income. Under Michigan law, 
widow and minor children of a deceased man 
are entitled to reasonable allowance out of 
his real and personal estate for support and 
maintenance during the settlement of the 
estate. Bureau has reconsidered question of 
whether deduction is allowable to estate for 
amounts paid out of income. 


HELD: Widow is taxable on statutory al- 
lowance only where state law specifically re- 
quires that it be paid out of income or where 
it is paid as annuity. Correspondingly, estate 
is entitled to Federal deduction only where 
widow is subject to income tax on any portion 
of statutory allowance paid out of income 
Under Michigan law, widow would not be 
taxable on income and estate is not, therefore, 
entitled to deduction. Special Ruling, Feb. 18. 
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CHARITABLE TRUSTS — Exemption from 
Taxation — Territorial Restriction on 
Use of Funds 


: California—Supreme Court 

Estate of Fleming, 31 A.C. 526, Mar. 9; reversing de- 

cision of Dist. Ct. of Appeal, abstracted 85 Trusts and 

Estates, page 259. 

Fleming left residue of his estate in trust 
with a national bank, income to be used to aid 
in education of boys and girls of good charac- 
ter, citizens of the United States. No annual 
award of income was to exceed $200, this sum 
to be used in paying tuition or other expenses 
at school, college or university approved by 
trustee. Recipients of award were to be those 
making lowest scores in a golfing tournament 
held for the purpose of selecting them. The 
question presented was the exemption of the 
trust from inheritance taxes. The Court as- 
sumes that the purpose of the trust is char- 
itable. 

Section 13842 of the Revenue and Taxation 
Code provides exemption from inheritance 
taxes if the institution to which a bequest is 
made is organized solely for charitable, educa- 
tional, public, or other like work under the 
laws of this State or of the United States, or 
the property transferred is limited for use 
within California. 

HELD: Taxable. It was conceded that the 
first condition had no application, as_ the 
trustee is a banking corporation. As to the 
second condition, the transfer was subject to 
inheritance taxes because of lack of restric- 
tion to use of funds within the State. 

NOTE: In Estate of Irwin, 196 Cal. 366, 
cited by the Court, will left property in trust 
to five named individuals as trustees of a 
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charitable foundation, net income to be ex- 
pended in aid of charitable uses in Hawaiian 
Islands or California. Statute was substan- 
tially the same then as now. It was held 
that the foundation conformed to what is now 
considered a charitable institution within the 
statute and the bequest was exempt. 


As the Court in the Fleming case shows no 
disposition to overrule Estate of Irwin, it 
would appear the result in the Fleming case 
would have been different if instead of leaving 
the same bequest in trust to a national bank 
the testator had left it to two or more indi- 
vidual trustees, as such trustees would be 
considered an institution within: meaning of 
the statute. If the Fleming case does not over- 
rule the Jrwin case, it restricts its effect and 
practical operation to a great extent. 


CLAIMS — Statute of Limitations Begins to 
Run from Assessment Against Adminis- 
trator 


Michigan—Supreme Court 
City of Detroit v. Stafford, 30 N.W. (2d) 410. 


The City of Detroit sought to recover from 
the defendant personal property taxes which 
had been assessed against the estate for years 
during which the defendant was administrator. 
The action was brought five years after the 
defendant’s discharge. The defendant con- 
tended that more than six years had elapsed 
since the taxes became due and that the pro- 
bate proceeding did not toll the statute of 
limitations. Comp. Laws. 1929, Sec. 3402 Stat. 
Ann. Sec. 7.14 provides that the property of de- 
ceased persons in the hands of an executor 
or administrator shall be assessed to the lat- 
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ter. The trial court held the defendant liable 
on the ground that the right of action did not 
accrue until the closing of the estate. 

HELD: Reversed. Under the provisions of 
the statutes, the administrator became per- 
sonally liable for the assessments and such 
liability. was not postponed until the date of 
distribution of the assets and the closing of 
the estate. The statute of limitations, having 
been properly pleaded, was a bar to recovery. 


Co-FIDUCIARIES — Court Appointment of 
Co-trustees Permitted Although not Pro- 
vided for in Instrument 


New York—Supreme Court, New York County 
Gilbert, &c. v. Wise et al., N.Y.L.J., March 2, p. 788. 


The trustee of an inter-vivos trust requested 
the court to appoint two persons to act with 
him as co-trustees; there was no provision 
therefor in the trust instrument. 


HELD: The court has power to appoint ad- 
ditional co-trustees. There is no specific stat- 
utory provision nor decision in New York 
bearing directly on the power of the Court 
to appoint additional trustees, but the exist- 
ence of such power is assumed by text writers 
and the Restatement of the Law of Trusts. 


The court decided to exercise its discretion 
in appointing additional trustees since the in- 
terests of the beneficiaries would not be 
adversely affected. The guardian ad litem sug- 
gested that the assets of the trust might later 
increase to such extent that under the statute 
each trustee would become entitled to a full 
commission. The court eliminated that possi- 
bility by having the trustees agree to accept 
one full commission for all three. 


DISTRIBUTION — Distribution in Case of 
Death Applies to Death Prior to Time 
for Distribution 


Nebraska—Supreme Court 
Olson v. Lisco, 30 N.W. (2d) 910. 


Testatrix, only daughter of Lisco whose will 
is to be construed by this action, gave land, 
devised by her father, to charitable institu- 
tions to be selected by the plaintiff. Lisco pro- 
vided that his daughter was to receive the 
rents from his property until she reached age 
30, after which time she was to receive the 
eal estate in fee simple and the right to use, 
sell and dispose of all the personal property. 
‘In case of (her) death possessed of property” 
veeeived under Lisco’s will, it was to descend 
' certain relatives. These heirs claim that the 
1ughter took only a life estate and, therefore, 
at the devise to charitable organizations was 
valid. In an action for a declaratory judg- 
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ment, the court decreed that the provision re- 
garding disposition on the daughter’s death 
applied only if she died before reaching age 30. 


HELD: Affirmed. The interest of the daugh- 
ter was complete, subject only to being divested 
upon her death prior to attaining 30 years of 
age. The gift over was not contingent on death 
itself, which is definite, but on a certain time. 
“In case of death” generally means death be- 
fore the testator but here it is construed to 
mean prior to the date of distribution. 


DISTRIBUTION — Failure of Purpose — 
Interests of Grandchildren Contingent 
Upon Plaintiff's Death 


Minnesota—Supreme Court 
Blacque v. Kalman, 30 N.W. (2d) 599. 


Testatrix gave the residue of her estate to 
a trustee to pay half of the income to the 
plaintiff for life or until the termination of 
the trust and to pay the other half and all 
of the income after the death of the plaintiff 
to Cecilia, a sister, for her lifetime. If, the 
plaintiff’s son survived, the assets were tb be 
distributed to him on the death of Cecilia, 
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otherwise the trust was to continue until his 
eldest child attained twenty-one. After the 
death of Cecilia and when the eldest child of 
the son reached twenty-one, the trust was to be 
distributed to the son’s issue per stirpes. After 
the death of testatrix, Cecilia in writing de- 
clined and refused to accept the provisions 
of the trust in her favor. 


Plaintiff brought an action for a judgment 
declaring that the purpose of a testamentary 
trust, to assure an income to Cecilia, was 
fully accomplished during the life of the 
testatrix subsequent to the execution of her 
will and to the further effect there was no 
purpose or reason for the establishment of the 
trust. 

The trial court held that the purposes of 
the decedent in creating the trust have not 
been fully accomplished. 


HELD: Affirmed. Minnesota Statutes for 
1945, Section 501.40, provides that “when the 
purpose for which an express trust is created 
ceases, the estate of the trustee shall also 
cease” and the court has jurisdiction to termin- 
ate dn express trust in proceedings brought for 
that purpose when the purposes thereof have 
been fully accomplished, even before the ex- 
piration of the term for which it was created. 
Interests in the children of the plaintiff were 
contingent upon Cecilia outliving the plaintiff. 
The fact that the guardian ad litem did not 
consent to the termination of the trust was 
taken into consideration. 


EXPENSES — Husband Liable for Wife’s 
Funeral Expenses 


United States—District Court for the District of Columbia 
In re Tunison’s Estate, 75 F. Sup. 573. 


Testatrix devised certain real estate situate 
in the District of Columbia, together with 
tangible personalty contained therein and cer- 
tain real estate situate in the State of Florida 
to one Peterson. The will contained no pro- 
vision for the payment of debts and funeral 
expenses. The District of Columbia real estate 
was subject to a mortgage of $3,300 incurred 
by the testatrix. The Administrator c.t.a. peti- 
tioned the Court to construe the will and de- 
termine (1) who was liable for the funeral 
expense and (2) if Petersen is entitled to 
exoneration of the mortgage debt out of the 
personalty of the estate. It appeared at the 
trial that the decedent left surviving her a 
husband, a non-resident of the District of 
Columbia. 


HELD: The husband of decedent is primar- 
ily liable for funeral expense incurred in and 
out of the District of Columbia, and such ex- 
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penses are properly chargeable against the 
husband’s distributive share of the estate. 
Should such distributive share be insufficient 
to defray funeral expense, the excess over the 
husband’s distributive share is payable out of 
the personalty of the estate. 


In this case the will itself discloses an in- 
tention that Petersen -was to take the equity 
in the realty devised to him and that the 
personalty of the estate would not be sub- 
jected to the payment of the encumbrance. 
This view is more pursuasive because Petersen 
was a stranger to the estate, and that by 
applying the rule of exoneration it would cut 
off the residuary legatee with little or nothing. 


. EXPENSES — Reserve for Depreciation of 


Real Property Chargeable to Current 
Rental Income 


New York—Surrogate’s Court, Kings Co. 
Matter of Werbelovsky, N.Y.L.J., March 16. 


Although questions of fact existed which 
required a hearing, the Court made pre- 
liminary rulings for the guidance of the 
parties. One issue was whether a _ reserve 
for depreciation of real property may be 
charged to current rental income of the trust. 


HELD: The rental income of real property 
held in trust is chargeable with any amount 
necessary to preserve the physical structures 
whether currently expended or deferred, and 
whether called depreciation reserve or some- 
thing else. There are decisions which indicate 
that trustees are not required to set up a 
reserve for depreciation; but the principles 
stated in such cases should not be extended 
beyond the particular facts therein, and there 
was no general rule for or against having a 
depreciation reserve. 


LIFE TENANT & REMAINDERMAN — Depre- 
ciation Not Chargeable Against Income 
Beneficiary 


Washington—Supreme Court 
Chapin v. Collard, 189 P. (2d) 642. 


Testator created a trust under his will to 
pay “the entire net income to my wife during 
her life’ and then to his niece, upon whose 
death the principal was to be distributed to 
another relative. The trustees were to be re- 
imbursed out of income and principal. They 
set up a depreciation reserve out of income 
collected from rental properties held in trust. 
After the widow’s death, this practice was 
challenged by the niece and the trustees 
brought an action, against the nieces alone, 
for a declaratory judgment under Rem. Rev. 
Stat. (Sup.) Sec. 784-4. The trial court ordered 
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that the depreciation fund be returned to the 
niece for the years during which she was the 
beneficiary, that she be allowed attorney’s and 
accountant’s fees which, together with the 
trustee’s costs, were to be charged against 
principal. 

HELD: Affirmed in part. The language of 
the will does not suggest any duty or right to 
set apart a sinking fund for depreciation and 
the beneficiary of income is not to be required 
to suffer this charge in the absence of such 
permissive language. 


While under the statute the court may 
award costs, an attorney’s fee does not come 
within the meaning of costs. Likewise, if a 
party chooses to use an expert for his own 
benefit and not that of the trust, the losing 
party should not be made to pay the expense. 
The trustees should use their own discretion 
in the allocation of their costs and such alloca- 
tion may be charged at a later date when the 
remaindermen are parties. Since they are not 
present here, the charge cannot be made 
against principal. 


LIFE TENANT & REMAINDERMAN — Pre- 
mium Paid on Redemption of Trust 
Mortgage Notes Added to Principal 


Indiana—Supreme Court 
Luery v. Addington, 76 N.E. (2d) 673. 


Testator created a trust to pay the income 
therefrom to his widow for life and gave to 
the widow a general power of appointment 
over one half of the remainder and bequeathed 
the other one half to four nephews of the 
testator. Principal of the trust consisted al- 
most entirely of the common stock of two 
corporations, which corporations were merged 
into a single enterprise after the decedent’s 
death. The stock of the corporation paid no 
dividends and pursuant to an agreement be- 
tween the life beneficiary and the trustees, 
which was approved by the court, the trustees 
exchanged the stock for a certain amount of 
cash and a larger amount of notes of the 
corporation, which notes were secured by a 
first mortgage and paid interest at the rate 
of 5%. The corporation reserved the privilege 
of repaying the notes to their maturity but 
was required to pay a premium in an amount 
depending upon the period during which the 
prepaid notes would otherwise have run and 
during which the trust would have received 
5o interest. Within two years the corporation 
prepaid the entire amount of the notes and 
paid to the trustees a total of $33,000.00 in 
premiums for this prepayment privilege. The 
question was whether this sum should be 
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credited to the life beneficiary as income or 
added to the principal of the trust. 


HELD: It should be treated as principal. The 
premium paid for the privilege of redemption 
is an appreciation in the value of the principal 
in the same manner as if the redemption 
amounted to a sale of the principal. Although 
conceding that the testator might have pre- 
ferred for his widow to benefit rather than 
the remaindermen, the court said that it was 
powerless to rewrite the testator’s Will or 
to change the settled rules of law. 


LIVING TRuUSTs — Illegal Consideration — 
Enforceable by Innocent Beneficiary 


New York—Supreme Court, New York Co. 
Thompson, Jr. v. Finholm, N.Y.L.J., March 1. 


As part of an agreement with his wife, 
whereby she was to divorce him, a husband 
agreed to create a trust providing for payments 
to the wife which were to be used by her for 
their infant son’s benefit. The son brought an 
action to compel an accounting by his mother 
in respect of payments which she had received 
under the terms of the trust for application 
by her for his maintenance and support. The 
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mother contended that the agreement to create 
the trust was void because it was against 
public policy in that the consideration was an 
agreement to obtain a divorce. She sought 
revocation of the trust and payment of prin- 
cipal and accumulated income to her. 


HELD: The agreement was against public 
policy, but the son being innocent could en- 
force it for his benefit though the consideration 
was illegal. The mother may not assert in- 
validity as against her son and thus unjustly 
enrich herself. 


Powers — Appointment — Will of Donee 
of Special Power Held Valid Exercise 
Though Non-Objects were Included 


New York—Surrogate’s Court, N. Y. Co. 
Matter of Slocum, N.Y.L.J., March 24. 


The testator created a trust for his daugh- 
ter’s life and gave her a special testamentary 
power to appoint the principal to her issue 
her surviving, and in default of appointment 
one-half to go outright to her surviving issue 
and one-half in trust for such issue. The 
donee made her Will before the death of the 
donor of the power; and the donee’s Will did 
not specifically exercise the power. The donee’s 
Will created a trust (apparently of one-third 
of her estate) for her husband’s benefit during 
his life, with remainder to her daughter, Mar- 
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garet, or if Margaret should then be dead to 
Margaret’s issue. The donee’s Will created a 
trust of the residue of her estate for Margaret, 
the trust to terminate five years after the 
donee’s death and the principal to be then paid 
to Margaret, or if Margaret then be dead as 
Margaret might appoint by Will, and if she 
died intestate to her issue. New York Personal 
Property Law Section 18. provides that ap- 
pointive property passes by a Will which dis- 
poses of all the donee’s estate unless a con- 
trary intention appears expressly or by neces- 
sary implication. It was argued that since the 
donee gave her estate to non-objects of the 
power she showed an intention, by necessary 
implication, not to exercise the power. 


HELD: The donee’s Will operated as an 
exercise of the power pursuant to the statute. 
The appointment by the donee to non-objects 
of the power did not indicate an intention not 
to exercise the power, particularly since the 
donee executed her will before the power was 
conferred upon her. The trust for the donee’s 
husband was in excess of the power. Accord- 
ingly, one-third of the appointive property 
passes under the alternative provisions of the 
donee’s will, the remainder to donee’s daughter 
was contingent and may not be accelerated. 

The appointment of the remaining two- 
thirds of the appointive property to the 
donee’s daughter under the residuary clause 
of the donee’s Will is valid since the daughter 
is one of the objects of the power. The grant 
of a general power of appointment to the 
donee’s daughter if she did not survive the 
trust term is valid. She is an object of the 
power and the grant of a life estate plus a 
general power of appointment approximates 
ownership of the property and is within the 
terms of the power by necessary implication. 


PoweErs — Limitations — Trustee, in Ab- 
sence of Power, Has Right to Sell Real 
Estate in Order to Pay Beneficiaries 


New Jersey—Court of Chancery 
Goeke v. Pierson, 57 A. (2d) 370. 


Testator provided that his entire residuary 
estate be held in trust to pay out of income or 
principal a monthly sum of $150 to his wife 
for life and then to his daughter. Alternate 
provisions are made for the final disposition 
of the principal. No power of sale of realty 
is included in the will. The personal property 
has been exhausted and the trustee sought 
instructions as to his right to sell real estate. 


HELD: Trustee had the right to sell. The 
testator’s intent will not be defeated by reason 
of the omission of an express power of sale 
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where the implication to sell is clear. No dis- 
tinction had been made between real estate 
and personal property by the testator and 
where divisions were to be made he had in 
mind money shares rather than specific prop- 
erty. Moreover, his wife and child, rather than 
the alternate beneficiaries, were the primary 
objetcts of his bounty. 


TAXATION — Estate & Inheritance — 
Death Was Not Motivating Influence in 
Creation of Charitable Trust 


New Jersey—Prerogative Court 
Montclair Trust Co. v. Zink, 57 A. (2d) 372. 


Decedent in 1935, with four associates, in- 
corporated a non-profit organization called the 
“Davella Mills Foundation.” Its purposes were 
charitable and educational and no part of the 
income from investments was to inure to the 
benefit of the stockholders. He transfered a 
check and 50,000 shares of General Motors stock 
to the Foundation to apply the income and the 
principal for its purposes. He made yearly 
donations which aggregated over two million 
dollars at his death. The State Department of 
Taxation taxed these transfers as having 
been made in contemplation of death. The 
executors brought this suit to nullify the 
assessment and to reduce the assessment on 
53,000 shares of General Motors held by the 
decedent at his death. 


HELD: Assessment on inter vivos transfers 
annulled but that on estate stock sustained. 
The decedent, although advanced in age, was 
in a favorable state of health and there was 
no evidence that the idea of eventual death 
influenced his intentions and purposes in per- 
petuating his charitable activities. That the 
decedent calculated the amount of his char- 
itable contributions in according with the 
maximum percentage of his income thereby 
exempt is not tax evasion but legitimate tax 
avoidance. 

The evidence as to the 53,000 shares was too 
meager and too thin to demonstrate the pro- 
priety of applying the blockage rule of valu- 
ation and, therefore, the market value on the 
date of death must be applied. 


WILLs — Construction — Beneficiary Can- 
not Elect to Take Purchase Price of An- 
nuity 

Iowa—Supreme Court 
In re Johnson’s Estate, 30 N.W. (2d) 164. 


Testatrix’s will devised and bequeathed the 
sum of $3,000 to her daughter-in-law, Lucille 
Johnson, payable one thousand dollars in cash 
and the balance by purchasing annuities. 
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The beneficiary claimed the right to elect 
to take the balance of the $3,000 in cash- 
instead of the annuities and was upheld. 


HELD: Reversed. Iowa refused to follow the 
English rule, followed in Massachusetts, that 
an annuitant has a right to elect to take the 
purchase price in lieu of the annuity, unless 
the will expressly so provides. The English 
rule is rejected because it is in’ conflict with 
the intention of the testator. Iowa instead fol- 
lows the rule in Ohio and New Hampshire 
that the intention of the testator must control 
and in the absence of an express authority 
for such election, the beneficiary must take 
the annuity. 


WILLs — Construction — Bequest of In- 
come Unlimited by Time Is a Bequest 
of the Principal 


New Hampshire—Supreme Court 
Wilkins v. Miltmore, 56 A. (2d) 535. 


Testatrix gave her shares of a corporation to 
the corporation as trustee to pay the income 
as follows: “To my sister-in-law, B.S. or her 
heirs, one third. To the children of my late 
brother-in-law, A.W., or their heirs, one third. 
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To the children of my late brother-in-law 
C.L.W., viz. C.H.W. or his heirs, and M.W., 
one third. Upon the death of M.W. and in the 
case of the decease of either of the above 
beneficiaries named in this (last) clause, with- 
out issue” his or her portion becomes part 
of the corporate treasury. Proceeds from the 
liquidation or sale of the stock of the corpor- 
ation shall be divided in the above designated 
proportions. Successor trustees sought a con- 
struction of this part of the will. 

HELD: The first two-thirds mentioned in 
the will should be transferred to the bene- 
ficiaries. M.W. has a life interest in one-sixth 
of the stock and a similar interest in another 
one-sixth if her brother, C.H.W., dies without 
issue. Testatrix was interested in keeping the 
shares within the family, restricted to those 
mentioned in the paragraph under consider- 
ation. This was made clear by her provisions 
in the event of sale or liquidation, preventing 
thereby a distribution of the proceeds as part 
of the residue. A bequest of income unlimited 
as to time and without disposition of principal 
is a bequest of such principal. This is not a 
rule of law but one of construction, applicable 
in this case. 
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WILLs — Construction — Failure to Apply 
Income or Principal to Beneficiary’s Use 
not Necessarily Abuse of Discretion 


New York—Surrogate’s Court—New York Co. 
Matter of Siloti, N.Y.L.J., March 3. 


The trustee was directed to apply any or all 
of the income or principal as might be neces- 
sary for the care and maintenance of the 
testator’s daughter for her life and, on her 
death, the principal and any accumulated in- 


come was to go to designated remaindermen. 


The daughter was a patient in an institution 
in Germany when the will was executed 
but was discharged and self-supporting prior 
to testator’s death. The trustee paid no income 
or principal to her or for her benefit. The 
Attorney-General, who vested the daughter’s 
interest in the trust, contended that the daugh- 
ter’s private means were not to be considered 
in determining the amount necessary for her 
care and maintenance. 


HELD: Factual issues were not presented. 
It could not be said as a matter of law that 
the trustee (whose duty it was to apply income 
and principal) abused its direction in refusing 
to make payments to the daughter. The pro- 
vision for disposition of accumulated income 
referred to income uncollected at her death and 
was not an implied provision for an invalid 
accumulation of income during lifetime. 


WILLs — Construction — Gift of Land 
with Condition Subsequent Makes Land 
Subject to Lien 


Iowa—Supreme Court 
In re Pfeffer v. Finn, 30 N.W. (2d) 481. 


Testatrix gave “to my son, Mike Meckna. 
and my daughter, Elizabeth Pfeffer, my farm 
*** with the understanding that the said 
Mike Meckna and Elizabeth Pfeffer are to 
take care of my daughter, Anna Meckna, in 
the event that she is unable to provide for 
herself.”’ Mike and Elizabeth contracted to sell 
the farm in question to defendants who refused 
to accept the title contending it was charged 
with the lien for the care of Anna. Sellers 
sought a declaration that the farm was not 
subject to any lien in favor of Anna. Court 
held a lien attached. 


HELD: Affirmed. The farm was _ subject 
to a lien for the care of Anna Meckna and 
therefore the title of the plaintiffs was not 
merchantable. Uncertainty as to the time of 
performance and indefiniteness as to the 
amount was held to be no objection to the 
validity of lien. The phrase “with the under- 
standing” that the plaintiffs “are to take care 
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of” Anna was not merely precatory. Nor was 
the obligation created under the will merely 
a personal one on the part of the devisees to 
take care of Anna. 


WILLs — Construction — Provision in 
Case of Death About the Same Time 
Too Indefinite for Vesting 


Indiana—Supreme Court 
Ross v. Clore, 76 N.E. (2d) 839. 


Testatrix devised the residue of her estate 
to her sister. She then provided that in the 
event that her sister should “die previous to 
my death or she and I die in an accident or 
otherwise at or about the same time, I hereby 
direct that all my estate shall go to” certain 
named persons. Testatrix’ sister was seriously 
ill at the time of the death of testatrix and 
died 35 days thereafter. The question was 
whether the heirs of the sister or the alterna- 
tive devisees named in the testatrix’ Will 
should take the property. 


HELD: That the heirs of the sister were 
entitled to the property. Where an estate is 
given in clear language it cannot be taken 
away by a subsequent clause which is not as 
clear and decistve as the one by which the 
estate was given. To determine the meaning of 
the words “die in an accident or otherwise at 
or about the same time” would cause the court 
to enter the field of conjecture and surmise. 
This phrase was so indefinite and uncertain 
that it could not destroy the estate which was 
so clearly given to the sister. 


WILLs — Construction — Testator’s Intent 
Construed to Vest Remainder in Grand- 
child 


New Jersey—Court of Chancery 
Hackensack Trust Co. v. Clark, 56 A. (2d) 129. 


Testator placed the remainder of his estate 
in trust to pay the income from one-third of 
the principal to his wife, the income from the 
other two-thirds to be divided between the 
two daughters who were to share the income 
from their mother’s third upon her death. 
Upon the death of either daughter one-half 
the principal goes to her children and in the 
absence of children for the benefit of the sur- 
Viving sister. 


The widow is still alive, one daughter has 
died without children and the other has left 
a daughter. The trustee seeks instruction as to 
what interest the issue received, what hap- 
pened to the interest of the child who left no 
issue and what will happen to the interest of 
the widow at her death. 
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HELD: The granddaughter became entitled 
to two-thirds of the principal at the death of 
the testator’s daughter and will become en- 
titled to the other one-third upon death of 
the widow. The testator in disposing of his 
entire residuary intended that his wife and 
children should enjoy income during their 
lifetime with the principal passing to the chil- 
dren of the daughters. It is clear that the 
children of each daughter were to get one-half 
the principal and in the event of the death 
of either daughter without children the chil- 
dren of the other would get her one-half. 
Upon birth, the child became vested with the 
entire residuary estate, subject to being par- 
tially divested upon the birth of other children 
to either daughter. 


WILLs — Probate — Constructive Trust 
is Remedy Against Person Who Prevents 
Testator from Bequeathing Legacy 


Massachusetts—Supreme_Judicial Court 
Monach v. Koslowski, 1948 A.S. 317, March 3. 


The case arose on a demurrer to a petition 
in equity by A against B and her husband. 
The petition alleged that A and B were the 
daughters and only heirs of X, and that a 
will giving A $1.00 and the balance to B had 
been admitted to probate over A’s protest; 
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that A’s father died in a convalescent home 
after a long illness; that shortly before his 
death he asked B and her husband to have his 
attorney call on him, as he wished to change 
his will and leave his estate to A and B 
equally; but B and her husband gave the 
attorney a false message so that he did not 
eall on X and his earlier will was left undis- 
turbed. 


HELD: The equity petition stated a good 
cause of action. It is a well recognized doc- 
trine that an action of tort will lie against 
a person under these circumstances. Likewise 
property which a person acquires by fraud 
may be impressed with a contructive trust for 
the defrauded person. Impressing the property 
received by B with a constructive trust gives 
a more complete remedy than an action of 
tort. 


WILLs — Probate — Denied When At- 
testing Witness Denied Proper Execu- 
tion 

Tennessee—Supreme Court 
Fann v. Fann, 208 S.W. (2d) 542. 


Testator executed a will which had omitted 
brothers and sisters because they were already 
amply provided for. These individuals, who 
would inherit in case of intestacy, contested 
the probate. Williams’ Code Sec. 8098.4 pro- 
vides that the attesting witnesses “must sign 
in the presence of each other.” The attorney 
who prepared the will and supervised its exe- 
cution and one of the witnesses thereto could 
not testify definitely that the witnesses signed 
in each other’s presence. One witness testified 
that the other subscribing witness was not 
there when he signed. Probate was denied. 


HELD: Affirmed. Evidence that the will 
was drawn and the execution supervised by 
one experienced in these matters, such as an 
attorney, may raise the presumption that there 
was proper execution, especially after a period 
of years. This may not necessarily be upset by 
a witness who testifies contrary to the solemn 
recitation in the attestation clause, for it is 
suggestive of fraud and double dealing. How- 
ever, the evidence in favor of proper execution 
must be clear and full. Here; there was no 
such evidence. 


Shattuck Paper Reprinted 


“THE TRUSTEE’S Duty To INVEST,” the address 
delivered by Mayo A. Shattuck at the recent 
Mid-Winter Trust Conference (see Feb. issue), 
has been reprinted due to the demand. Copies 
may be obtained for 15¢ each by writing to 
the magazine. 
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New Faculty and Courses at G. S. B. 


THREE NEW NAMES have been added to the 
faculty of The Graduate School of Banking 
for the forthcoming resident summer session 
of the school, which will be held at Rutgers 
University, New Brunswick, N. J., June 21 to 
July 3, according to Dr. Harold Stonier, direc- 
tor of the school. The new faculty members 
are: Dr. B. U. Ratchford, professor of econom- 
ics at Duke University, who will be a lecturer 
to the entire student body in economics; James 
W. Wooster, Jr., investment consultant to The 
Commonwealth Fund in New York; and Rus- 
sell D. Niles, professor and assistant dean of 
the School of Law of New York University, 
both of whom will lecture in the Savings Man- 
agement course. 


The economics seminar, conducted by the 
late Brigadier General Leonard P. Ayres since 
the inception of the institution thirteen years 
ago, will be given this year by Dr. W. Randolph 
Burgess, chairman of the executive committee 
of The National City Bank of New York and 
chairman of the board of the City Bank 
Farmers Trust Company. 

An innovation this year will be an orienta- 
tion course for the freshmen to be given on 
six evenings. The purpose is to orient the new 
men, as quickly as possible, to the environment 
and the work of the school. 

The junior and senior classes will also have 
a series of submajors at night. These sub- 
majors constitute a course in “relations,” part 
of which they will get in their junior year and 
part of which in their senior year. It is a 
course on relations with employees, with cus- 
tomers, with the public and with the govern- 
ment. 


Again this year, the capacity of the school 
will be taxed to the utmost, with a total of 
950 students from 41 states and Chile, on the 
Rutgers campus, bringing the enrolment fig- 
ures up to a new high. The class enrolled in 
1947 was the largest in the history of the 
school. The freshman class to be admitted this 
year will be the second largest. 


A TRUST CLINIC was held recently for seven 
branch managers of the National Bank of 
Commerce, Seattle. In the forenoon they at- 
tended a trust committee meeting and toured 
the Department, observing the records, sys- 
tems and other functions in administering es- 
tates. In the afternoon the heads of the various 
divisions spoke on their respective fields of 
probate, real estate management, investments 
and trust development. 
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— WHERE THERE’S A WILL — 


ARK HELLINGER, newspaper man, 
playwright and film producer, directed 
that not more than $20,000 be expended for 
a mausoleum and for perpetual care and main- 
tenance. Specific bequests totaling $10,500 
were left to his mother-in-law, secretary and 
friends. 
The rest of the estate is to be held in trust 
by his wife, a friend and Bank of America 
N. T. & S. A., who are also the executors — 
to pay the net income to Mrs. Hellinger during 
her lifetime. This is to be made in estimated 
equal monthly payments but in no event less 
than $500 a month, any deficiency to be made 
up out of the principal or accumulated income. 
Where at the end of the year there is more 
income than estimated, the excess is to be 
paid to her but where she has received more 
than the actual income she is to be under no 
obligation to refund such excess nor shall the 
trustees deduct it from future payments. 


At Mrs. Hellinger’s death $10,000,.but in 
no event more than 5% of the value of the 
trust, is to be paid to Cornell University. The 
rest shall be divided into as many equal 
shares as there are children or deceased chil- 
dren leaving issue. When a child reaches 35 
or would have reached that age, one-third 
of the trust allotted to him shall be distributed. 
At 40 one-half of the remaining part shall be 
distributed, and at 45 the remainder. Income 
is to be paid in the interim. 


Should payments to Mrs. Hellinger, the 
children or their issue be insufficient to provide 
for their support, maintenance, education, re- 
creation or reasonable care in case of illness 
or accident, the trustees may expend principal 
or accumulated income for the use and benefit 
of the children or issue out of the trust allotted 
to such party. The trustee is to determine 
whether such payments shall be chargeable to 
the beneficiary or be paid out of the trust 
estate, except that after Mrs. Hellinger’s 
death such charges shall be paid against the 
trust of the beneficiary. 


In declaring lapsed the bequest to any per- 
son contesting the will or any portion thereof, 
Mr. Hellinger provided that an action for 
declaratory relief or instructions shall con- 
stitute an attack upon the will where the 
purpose is to impair or invalidate any pro- 
visions thereof. 


JT BENTLEY SQUIER, one of the world’s 
- foremost surgeons in the field of urology, 
gave all his property in trust — with his 
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wife, two children and Chemical Bank & Trust 
Company of New York, as trustees and 
executors, to apply income to the use of. his 
wife for life. At her death, the fund is to 
be divided into two equal parts, the respective 
income from each to be payable to the chil- 
dren. The principal passes upon their death 
to their issue. 


The trustees are directed to apply any part 
of the principal for the use of Mrs. Squier 
when, in the absolute discretion of Mrs. Squier 
and the bank, such application is necessary 
or proper for her support, maintenance or 
care, it being Dr. Squier’s intention that she 
be able to continue to live in the manner to 
which she has been accustomed. The bank 
is given sole discretion in the application of 
principal for the benefit of the children. 


| agence GIDDINGS, medical superin- 
tendent at Kings County (N. Y.) Hos- 
pital, made several cash bequests to friends 
totaling $13,000. In addition, the College of 
Medicine at New York University will re- 
ceive $1,000 and the Nek York Association 
for the Blind, $2,000. 


The rest of the estate is divided into two 
trusts, one consisting of two-fifths and the 
other three-fifths. The income from the smaller 
trust is to be paid to Mrs. Giddings until her 
death or remarriage, when the principal is 
to be divided between their two daughters or 
their issue. In the event either dies without 
issue her share will go to the surviving sister. 


The income from the larger trust is pay- 
able to the two daughters during their life- 
time. Upon the death of one leaving no issue, 
all the income will be payable to the other 
daughter, with the principal passing to her 
issue upon her death. If either dies leaving 
issue, one-half the principal is to be paid to 
such issue. The income of the other half is 
payable to the surviving daughter and her 
issue will receive the principal upon her death. 
Under both trusts, if the daughters die with- 
out issue the principal is to be shared by the 
Association and the Medical College. At the 
age of 18 and each year thereafter each daugh- 
ter is to receive $2,000. 


The executors and trustees are two indi- 
viduals and Chemical Bank & Trust Company 
of New York. 


THE NEW YoRK COMMUNITY TRUST disclosed 
the creation of 10 new funds and enlargement 
of 14 others, through the receipt of $599,263 
during 1947. 
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